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COMMERCIAL POLICY TOOL KIT

PREFACE

The Commercia Policy Tool Kit was developed at the request of the Office of Emerging
Markets in the Center for Economic Growth and Agricultural Development in USAID’s Global
Bureau to offer amenu of diagnostic and reform tools to support USAID Missions in commercial
policy reform efforts. The Tool Kit was developed by Peter Boone, Ophelia Y eung, and Santiago
Sedaca of SRI Internationa under the Private Enterprise Development Support (PEDS 111) Project,
in which SRI is a subcontractor to Coopers & Lybrand.

The concept of a Commercial Policy Tool Kit originated with the Commercial Policy Mode,
designed by SRI International in 1993 to score countries business-friendliness in nine key policy
categories. Sinceitsinception, over 100 countries have been scored using this the Commercial Policy
Model. Under the application of the model, countries are measured and benchmarked against their
neighbors, competitors, and other regions. The model has proved to be a powerful technique to focus
the attention of policymakers, business leaders, donor institutions and other stakeholders on the need
to reform in specific commercial policy areas.

Recognizing the potential of this approach, USAID’ s Office of Emerging Markets asked SRI
to amplify the Commercia Policy Model by crafting a more detailed “drill-down” at the country level
in the nine commercia policy areas. The purpose of the drill-down is to build upon the Commercia
Policy model and develop a quick response system capable of providing “just-in-time” diagnostics
and recommendations for USAID-assisted countries. The Commercia Policy Tool Kit isintended
to provide a systematic framework for delivering a broad set of technical assistance in critical
commercia policy areas, and assist in the implementation of policy change.
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COMMERCIAL POLICY TOOL KIT

1. INTRODUCTION

In order to stimulate sustained export growth and private sector development, the most
important action that can be taken by any nation is the introduction, full implementation, and
mai ntenance of appropriate economic and commercia policies. Recent international experienceis
replete with examples of countries which have achieved accelerated growth through policy reform,
aswell as many cases of economies which have failed to grow, despite concerted efforts, because of
counterproductive policy regimes.

In addition to sound commercia policies, other government and private initiatives such as
improvement in educational standards, instalation of infrastructure, and enhancement of
competitiveness at the firm and industry levels are also important to long-term growth. But without
asound policy environment which “empowers’ private firms to engage in productive activities, it is
highly unlikely that accelerated devel opment progress can be realized.

SRI International’s previous research and country anaysis using the Commercia Policy
Model led to the conclusion that competitive markets are the best way found yet for organizing the
production of goods and services. Domestic and external competition provides the incentives that
unleash entrepreneurship and technological progress. However, it is also recognized that markets
cannot operate in a vacuum; they require the proper legal and regulatory framework that only
governments can provide. This pointed to the need for a new initiative to focus on the commercial
policy framework to unleash the internal markets.

In the Commercia Policy Framework, SRI highlighted the factors’ which contribute to
sustainable economic growth. In the chart below we present an updated commercial policy

'See“Global Growth Through Commercial Competition: Linking Commercial Policies, Economic
Performance, and USAID Assistance,” prepared for USAID/PRE/EM under funding from the PEDS I contract in
October 1993. SRI International is a subcontractor to Coopers & Lybrand under the PEDS project.

*These factors include both natural and “man-made’” factors of production, including: resource endowments,
labor; capital; infrastructure; and technology.
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environment through which al of these factors must be filtered. Asthe chart indicates, commercial
policies affect the business operating environment at the firm level in many ways. All factors of
production must be directly filtered through a commercia policy environment, aswell as arelated set
of operational procedures, which will ultimately determine how efficiently a company will use its
factor endowments in the production of goods and services.

(INSERT 1)

CP PRODUCTION PROCESS
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The nine key commercial policy categoriesidentified by SRI include:

10. Investment Policies

11.  Pricing Policies

12. Import Policies

13.  Financid Sector Policies

14. Exchange Rate Policies

15. Labor Policies

16. Tax Policies

17.  Export Policies

18. Intellectual Property Rights Protection Policies

USAID’s Center of Economic Growth in the Global Bureau would like to have diagnostic
tools developed for the nine commercia policy areas. A new Commercia Policy Tool Kit has been
developed by SRI in an attempt to “drill down” deeper than the Commercia Policy Mode by doing
detailed in-country analysis, and by assessing specific operational procedures and impacts of the
commercia policiesin each category.

A current additional challenge facing USAID is the need to introduce practical mechanisms
for monitoring and evauating policy reform results, in a manner consistent with USAID’s new
management system. The new Commerciad Policy Tool Kit addresses this chalenge and need. 1t will
enable Missions to establish baselines, and measure policy improvements in their key Strategic
Objective categories

An additional motivation for the development of new tool kit is that policy reform in many
of these commerciad areasis often a prerequisite for developing country accession to, or compliance
with, the World Trade Organization Agreement and other regional and bilateral trading agreements.

Many developing countries need practical advice on how to make the necessary policy and
institutional changes to make their commercial regimes WTO-compliant.

The new Commercia Policy Took Kit will cover the following areas:

“Just-in-Time” System Checks and Measurements
Policy Mapping

Troubleshooting for Warning Signs

Policy Impact Assessments

Benchmarking Policy Measurements and Systems
Stakeholder Focus Groups

Policy Tool Kit Solutions

auaaaad
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The goal of the Commercial Policy Tool Kit isto devise an effective system for diagnosing
commercia policy problems and offering practical, “just-in-time” solutions to commercial policy
problem areas. Economic and commercia policies constantly evolve in al countries, including
industrial developing and transitioning economies. Policies need to be examined, adjusted, and
revised in order to keep the business environment competitive and dynamic.

There is no single, “first best” set of policies, for they must accommodate and adjust to
different and continuously changing conditions. Nevertheless, the actual experience of nations over
the past few decades has yielded a strong consensus on the best generd orientation for such policies.
Specificaly, frameworks which allow market forces such as smple “supply and demand” to work and
which offer incentives for entrepreneurship by individuals and enterprises are most likely to generate
sustained economic growth and improved standards of living. There will aways be tradeoffs, such
as the need to balance growth against stability, but most policy makers, officials and national
constituencies have come to the conclusion that market-oriented policies are best.

The next logical questions are, what is the nature of policy reform, and what are the most
effective means for putting into place appropriate policies? Simply stated, policy reform is the
process of change -- atering the rules that govern economic operations -- from systems which
congtrain freedom of action and even punish initiative to systems which reward entrepreneurship and
provide independence of action within reasonable limits of regulation. No society has yet found the
definitive answer to the optimal balance between independence versus control over economic
activities, but in the vast mgjority of nationsit is necessary to limit and in fact reverse governments
natural desire to regulate and control.

The new Commercial Policy Tool Kit will be consistent with the general framework of the
SRI Commercial Policy Model. However, there are some limitations about how the model in its
present form can be used to pro-actively help countries to undertake policy reform changes. Asa
result, the Tool Kit introduces several adjustments to the Commercia Policy Framework in order to
provide more “hands on,” practical assistance to countries seeking to reform their policy regimes.

One limitation observed in the development of the Commercia Policy Modd is that economic
policies are difficult to appraise in strictly quantitative terms. Some policies and certain structures
can be quantified. Policies which include numeric vaues (e.g., tax rates, tariff rates, levels and
duration of investment incentives, etc.) lend themselves to statistical measurement. But most
economic policies are qualitative. For example, foreign exchange regimes, labor laws, restrictions
againgt foreign investment, and many other important policy areas which determine a nation’s policy
environment can be quantitatively measured only with great difficulty.

Another constraint to the application of the Commercia Policy Modd is the fact that it is
based on variables which reflect policy positions, but do not necessarily incorporate the full context
of existing legidation and ingtitutional frameworks. Almost every policy in nearly all countriesis
unigue when one examines its full extent, and hence should be addressed in the context of that
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particular nation. In short, in addition to an objective quantitative assessment, most policies must be
measured qualitatively as well -- based on in-country “customer feedback” and on more detailed
regulatory and ingtitutional assessments. The new Commercial Policy Tool Kit will enable USAID
to obtain a more intricate in-country assessment of a country’s policy regime.

A further challenge to cross-country measurement is determining the extent to which policy
reforms are actualy implemented. Many changes are “announced” in various ways, but there is often
no full verification that the action was taken officially. Moreover, there is often a considerable
difference between policies announced and policies implemented. In some cases, reforms (e.g.,
streamlined registration procedures) are simply ignored or forgotten by those charged with
implementation. In addition, the new policies may be embedded in operating procedures rather than
in officia edicts. The new Commercia Policy Tool Kit will attempt to drill down benegth the surface
to find out the real impact of policies at the firm level.

The Commerciad Policy Tool Kit should be based on several principles. The following system
“requirements’ are recommended:

0 The Tool Kit will be linked with the overall Commercial Policy Model, aready
developed, and a proven tool for commercia policy anaysis and benchmarking.

0 The presentation format will be * user-friendly” including graphics presentations,
similar to the Commercia Policy Mode presentations. This approach has been proven
to send clear messages and is often a powerful tool for persuasion.

d The Tool Kit will “ drill down” to specific operational detail about how the current
system works and its impact on business.

0 The Tool Kit should incorporate inputs from outside observersin order to draw upon
detailed knowledge as well as external objective viewpoints.

d The overdl Tool Kit will not only diagnose specific problems with the current policy
framework, but will aso propose specific solutions for each case that a policy
problem isidentified.

d The Tool Kit should provide replicable, comparable indicators to measure both
current status as well as changes over time.

0 The Tool Kit will be responsive to USAID’s needs for measuring performance
results.
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. THE FOUR STEPS OF COMMERCIAL POLICY TOOL KIT
Overview of the Commercial Policy Tool Kit

The Commercia Policy Tool Kit consists of four steps which progress from problem
identification, to diagnosis and assessment, to seeking feasible solutions, to charting out a course of
action. The four steps of the commercial policy tool kit are summarized in the following figure:

Step 1 provides a just-in-time assessment which involves in-country policy experts and reform
players in the identification of the country’s magor commercia policy issues. For each key
commercia problem areaidentified, Step 2 provides a“drill-down” assessment of the policy impact
by applying rigorous anaysis to a comprehensive checklist of policies and procedures. Step 3 focuses
on finding feasible solutions to policy and procedural bottlenecks identified, and tailoring solutions
to each country’ s unique circumstances. Finally, Step 4 trandates recommendations into real policy
and procedura changes by involving stakeholders in making difficult choices and implementing real
changes. The methodology and results for each of the four stepsis provided in the chart below.
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COMMERCIAL POLICY TOOL KIT METHODOLOGY AND APPROACH

Analytical Steps | Step 1@ Just-in-Time Step 2: Policy Impact Assessments | Step 3:  Policy Tool Kit Step 4:  Implementing
and Tasks Diagnostic Application Policy Solutions
Assessment Task 1. Conduct Stakeholder
Interviews and Focus Groups | Taskl: Finding Solutions | Task 1: Stakeholder
Task 1: Just-in-Time Policy Task 2: Perform Policy and from the Tool Kit Empowerment
System Checks Procedures Audit Task 2:  Tailoring Task 2. Implementing Policy
Task 2: Troubleshooting for Task 3: Assess Impact of Policies Solutionsto Change
System Warning and Procedures Problem Areas
Signals Task 4: Benchmark Policies and
Proceduresvis-a-is
Competitors and Best
Practices
M ethodology B Commercia Policy Model Stakeholder involvement Utilize international B Assemblekey playersin
and Processes Scoring through focus groups and experience to identify policy change
H  |n-country interview and interviews change options B Makedifficult choices,
workshops with panel of Policy and procedures audit Work with weighing risks against
experts Economic analysis of stakeholdersto tailor rewards

B Useof short questionnaire
to gauge current policies,
recent policy changes, and
evidence of change

policy/procedure impact
International benchmarking
Case studies and best practice
comparisons

solutions and build
support for change

B |nvolve stakeholdersto
commit to true change

Results and
Deliverables

Consensus opinion on
major commercial policy
problem areas

A policy web indicating
warning signs for problem
areas

Major policy and procedure
bottlenecks identified
International comparison with
benchmark countries

Case studies and best practices
to indicate options for change

A set of feasible policy
optionsto be
considered by key

policy players

Action strategy and
implementation plan
Milestones to measure
progress

In-country “policy
champions’ to implement
changes
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Step 1: Just-in-Time Diagnostic Assessment

Task 1: Just-in-Time Policy System Check. Under Task 1, the consultants will undertake
a Just-in-Time Policy System Check of the commercia policy regime in a particular USAID-assisted
country. Thistask will consist of arapid assessment of the current policy environment for each of
the nine key policy variables. This assessment will solicit the opinions of in-country policy experts
and leaders on:

0 the soundness of current policies;
0 the recent direction of policy change; and
d how current policies compare with other countries' policies.

The purpose of the Just-in-Time Policy System Check is to determine in a robust, but
streamlined fashion, which commercia policy variables are the most business-friendly and sound, as
well as which ones are the most onerous and troublesome. This step will provide the Mission and the
host country officials with an appraisal of which particular policy variables need fixing and fine-
tuning. The diagnostic assessment from Step 1 will pinpoint the policy variables which require more
in-depth assessments under Step 2 of the Commercia Policy Tool Kit.

Task 1 will be conducted through an in-country interview with apanel of experts. The panel
will consist of 5-10 individuals from universities, think tanks, as well as senior representatives from
business, labor, and government. Recommendations for selection of the panel participants will be
solicited from USAID and its partner organizations.

A focus group meeting will be organized to gather the panel of expertsin onelocation. The
panel of experts will be given a short questionnaire (see Appendix) to fill out on the country’s policy
environment and recent changes. Once the questionnaires are completed, the pand will review their
responses briefly with other panel members in the focus group setting. The purpose of this exercise
will be to allow panelists to exchange information and to work toward a consensus viewpoint.
Finaly, the pandists will review their individual responses for consistency and make whatever
adjustments they feel are warranted.

The focus group will result in a measurement of the country’s performance in the nine
commercid policy variable areas. Performance will be benchmarked against average and best practice
developing country performance (see chart below).

SRl International 7



COMMERCIAL POLICY TOOL KIT

(Insert 4)
scoring chart

SRl International 8



COMMERCIAL POLICY TOOL KIT

Task 2: Troubleshooting for System Warning Signs. The results from the export panel
questionnaire and discussions will be used to identity warning signs in a country’s commercia policy
system. The analysis will be summarized in a Policy Starburst (see below) which scores acountry’s
nine key commercid policy areaalong individua vectors, on ascale of one to ten. The policy score
in each vector will be determined by the current policy status (compared to average practices and
international best practices), the observed direction of policy change, and the evidence of policy
change.

The policy categories which receive a score of seven or above will be “cleared” by a green
light, signaling that those policy areas are on the right track. Policy categories receiving scores of
four to six will be given a yelow light, which means some policy problems are identified and fine
tuning is required. Policy areas receiving a score of three and below will be placed in the red light
zone, which is interpreted as major problems being encountered, requiring major serious policy
diagnostics and adjustment.

For each of the policy variables identified in Step 1 which has ared light warning (score of
0-3), the contractor will proceed to Steps 2-4 to undertake a detailed Policy Assessment and Tool
Kit Application. For those policy variables with yellow and green lights (scores of 4 and above) the
Policy Tool Kit exercise will stop at Step 1, indicating that no further detailed assessment/corrective
strategy will be required for those variables.
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(Insert 5)
starburst
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Step 2: Policy Impact Assessments

Under this step, the consultants will perform a detailled audit of the specific policies
determined in Step 1 to be particularly burdensome to businesses, other groups, or the economy in
general. The work to be undertaken in Step 2 is described here only in general terms -- for all the
policy variables. However, in Section 111 below, a detailed “drill-down” scope of work is presented
for each of the nine policy variables.

Principles and Best Practices

For each of the policy assessments the consultants will provide the latest thinking on
principles and best practices for each of the nine policy variables. The principles highlighted are based
on sound market economics axioms. The best practices are based on the lessons learned from recent
success cases in policy reform for each policy category.

Task 1: Conduct Stakeholder Interviews and Focus Groups. Under this task, the
consultants will solicit views from key stakeholders and focus groups on the mgor bottlenecks in the
particular policy area being examined. Organizing focus groups for stakeholder has been a proven
and efficient tool for diagnosing a problem, and for building “buy-in" for policy change. The
stakeholder “buy-in” will become essentia in order to successfully complete steps 3 and 4. Ultimately
the stakeholders will become the champions of the actual reform process. The mgor stakeholders
for each particular policy area are identified below in Section |11 of this report.

Task 2: Perform Policy and Procedures Audit. In thistask the consultants will conduct an
audit of policies and procedures in the particular area being evaluated. This audit will identify the
aspects of policy and procedures which are the most problematic to businesses. The main laws and
regulations related to each particular policy in typical developing countries are listed in the “drill
down” scopes of work in Section I11.

Task 3: Assess | mpacts of Policies and Procedures on Businesses and the Economy. After
the mgjor policy bottlenecks have been identified in Task 2, the consultants will measure their impact
on business costs and overall competitiveness. The consultants will estimate the impact of current
policies and procedures, primarily from the firm’s point of view. The impact assessment will estimate
time loss, cost impact, and other direct impacts of the current regulatory environment.

Task 4: Benchmark Policies and Procedures vis-a-vis Competitors and Best Practices.
Under this task, the consultants will benchmark the country’s policies vis-a-vis competitors.
Qualitative and quantitative indicators will be used for the benchmarking comparison. Case study
examples will aso be developed to compare loca practices with “Best Practices’ of other countries
which have undergone reform in the policy area.
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Step 3: Policy Tool Kit Application

Task 1: Finding Solutions from the Tool Kit. Under this task, the consultant team will
identify a set of options for policy change for each of the policies that underwent a drill down
assessment in Step 2. The solution options will come from the Tool Kit of Best Practices in
internationa experience. Careful analysis will be made to ensure that the most appropriate solutions
are identified to fit the specific needs of the particular country. Careful crafting of policy change
options will be done to ensure that the changes are in line with the technical, developmental, legal and
cultural context of the country.

Task 2: Tailoring Solutionsto Problem Areas. In thistask, the consultants will tailor the
solution recommendations to fit the needs of stakeholder and the local business culture.  No cookie
cutter “ off the shelf” policy solutions will be presented, only highly tailored ones which fit particular
circumstances of the country. Experience has shown that the way in which solutions are packaged
and tailored has a great deal of bearing on how well the recommendations for change are accepted
by the stakeholders.
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Step 4: Implementing Policy Solutions

Task 1. Stakeholder Empowerment. Under this task, stakeholders will be assembled in a
Workshop setting to craft an action plan for policy reform in each of the policy areas that underwent
adrill down exercise in Step 3. A policy reform path will be charted at the Workshop aong the
following lines:

Q

Assemble key policymakers and organizations who "make things happen.” Our
proposed strategy planning efforts will motivate key players to consider new ideas and
push through “mind set” and organizational barriers.

Make difficult choices. Countries earn global competitive leadership only through
focused, confident moves and a willingness to take risks and ride out the resulting
short-term upheaval in an uncertain environment. This task is among the most
difficult because the natura tendency is to turn away from more daring, high-risk/
high-reward options, and settle for the more comfortable status quo of incremental
improvements on existing approaches. The consultants will assist policymakers in
assessing the risk/reward tradeoffs to make those difficult choices. A sample policy
reform options matrix for exporting is provided in the figure below.

Commit to action and true change. The approach is to involve al stakeholders,
including business, labor, government officias, and academic ingtitutions in crafting
a policy reform action strategy with specific objectives, responsibilities and time
tables.

SRl International 13



COMMERCIAL POLICY TOOL KIT

Task 2: Implementing Policy Change. The final task of the Commercia Policy Tool Kit
consists of providing hands-on assistance to government agencies for implementing the needed policy
and procedure changes. The consultants will assist ministries and agencies in refining legidation,
drafting new regulations, and engineering policy implementation. In some cases, ingtitutional changes
will also be required including: refining mission statements, re-engineering procedures and systems,
measuring performance, and adjusting incentive structures. Thiswill be afocused activity, directed
at the problem areas that have been identified in Step 2.

The purpose of the final task is to ensure that the action plans for policy reform developed
earlier teps are being carried out, and that policy changes and improvements are actualy undertaken.
Specific policy changes and reforms will be undertaken for each of the problem areas identified.
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1. POLICY IMPACT DRILL DOWNS

This section provides a drill-down scope of work under Step 2 (Policy Impact Assessments)
for each of the following nine commercial policy categories:
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1. Investment Policies

Principles and Best Practices

The competitive environment within developing countries to attract local and foreign
investment has intensified over the past ten to fifteen years. Faced with scarcer inflows of external
foreign aid and the failure of many state-owned companies, many developing countries have turned
to foreign direct investment (FDI) for sources of capital, access to technology, and linkages to
external markets. Investment iswidely recognized as a primary catalyst of long-term, broad-based
sustainable economic growth, and guaranteeing a steady flow of investment funds depends critically
on a supportive policy and regulatory environment.

Many developing countries have adopted investment codes or other investment legislation
with the intent of encouraging private investment, both domestic and foreign. The guarantees, rights,
and incentives provided in these laws usually are intended to offset other distortions or dis-incentives
to investment; if these distortions or dis-incentives did not exist no specia investment code would be
necessary. Most developing countries still find it necessary to have a code or law which provides
guarantees, incentives, and basic rights to investors.

In the past the environment for private investment in many devel oping countries was much
less hospitable than it istoday. In the previous model, private investment, particularly in the industrial
sector, was heavily screened, licensed, and monitored by government agencies. This approach led
to the growth of large investment bureaucracies, whose staffs undertook extensive evaluations of
projects. The responsible authorities would thoroughly screen investments for their desirability, their
profitability, their impact on local producers, and other even less clearly-defined criteria. Obtaining
approva through the maze of screening, paperwork, and other hurdles was often an arduous process.

The net effect of this approach was the discouragement of new investment, acceleration of
capital flight, increased opportunities for corruption, and an overall bad and uncertain investment
climate. Many developing country economies are still recovering from the effects that this type of
investment policy, though many are now trying to counteract the impacts with newer, more
progressive approaches.

As countries have attempted to reform their investment codes or laws over the last decade,

most have done so with the objective of liberalizing restrictions, establishing clearer and more

predictable “rules of the game,” and making investment regulations and incentives more automatic

and less discretionary. There is no one formulafor an investment law or code which can be universally

applied to maximize investment. The macroeconomic environment, the specific policy objectives,

as well asthe country’ s factor endowments, all play arole in determining the nature of a country’s
investment regime.

SRl International 16



COMMERCIAL POLICY TOOL KIT

It is possible, however, to note some general principles which should be applied by countries
which are serious about attracting private investment.® Investors generally seek a straightforward
affirmation of their basic rights as investors. Along these lines, investors are usually expecting the
following types of basic guarantees from an investment code:

Freedom to invest in and establish a firm: Investors want minimum restrictions
with regard to the sectors in which they may invest, and with regard to ownerships
shares they might take within afirm.

Equal treatment: In the past, some countries offered more favorable treatment to
foreign investment, while others favored local investors over foreign ones. As a
genera rule, both local and foreign investors prefer a “level playing field” where
neither group enjoys alegal advantage over the other. Ultimately the policy of equa
treatment is the fairest one, and is the most defensible over the longer term.

Dispute settlement: For foreign investors, the prospect of having only recourse to
the local courts for settlement of disputes can be frightening. From the investors
point of view, designation of athird party or neutral forum for dispute settlement is
preferable. A number of options are available, including: the designation of foreign
courts; arbitration under the rules of the International Arbitration Association; or
multilateral fora, such as the International Center for the Settlement of Investment
Disputes of the World Bank.

Guar antees about expropriation conditions: Many investment codes, virtualy al
bilatera investment treaties, and most pertinent multilateral instruments contain
provisions whereby countries may expropriate foreign investments, only if the takings
are done in accordance with legal procedures, for a public purpose, and against
compensation. Most investment treaties and international investors prefer aformula
calling for prompt (without delay), adequate (fair market value), and effective (in the
investor’s original currency) compensation in the event that expropriation occurs.

3seefor example, the Multilateral Investment Guarantee Agency “Lega Framework for the Treatment of
Foreign Investment” VVolumes| and |1, 1992 and "Facilitating Foreign Investment," by Guy Pfeffermann, in Finance and
Development, March 1992.
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Foreign _exchange controls: Foreign investors generally avoid countries with
restrictive foreign exchange controls because they strongly constrain firms abilities
to compete in competitive world markets. Restrictive foreign exchange controls can
be counterproductive, as firms may respond by minimizing their use of foreign capital
and relying more heavily on domestic sources of financing.

Dividend remittances and capital repatriation: Limiting a firm's ability to
repatriate its capital or remit dividends and profits deters foreign investment and
encourages practices such as transfer pricing or licensing agreements that can often
work to the disadvantage of host countries.

Personnel palicies: In the interest of promoting domestic employment, many
countries restrict the use of expatriate personnel by foreign investors. To be viable,
however, firms require experienced managers and technicians who may not be
available in developing countries. Private firms prefer the flexibility to make their
own hiring and firing decisions.

A checklist of the investor-friendly “Best Practices’ that are considered conducive to
investment is presented. In general, the same types of open, market-oriented policies that stimulate
rapid export growth will aso encourage investment. Numerous surveys have confirmed that the
major inducements which attract prospective investors are policy stability and clear "rules of the
game."

BEST PRACTICESIN INVESTMENT POLICIES

> Permit unrestricted entry of foreign investment in general, limiting restrictionsor screeningto a
short " negativelist."

> Provide equal treatment between foreign and local investors.
> Guaranteerepatriation of capital and remittances of profits.
> Establish clear " rules of the game" and makeinvestment policy and regulations automatic and non-

discretionary.
> M ake company establishment proceduresa simpleregistration process.

> Clearly define types of investment that will garner incentives and grant these automatically,
minimizing negotiations.

> Avoid " deal making" with individual investors.
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| dentification and Assessment of M ajor Bottlenecksin Investment Policy and Approval

Task 1: Conduct Stakeholder Interviews and Focus Groups. The consultants will solicit
views from key stakeholders in interviews and focus groups on the maor bottlenecks in the
investment policy and approval process. Key stakeholders include the following groups:

Investment promotion officials

Private investors (both foreign and national)

Law firms and accounting firms (firms specializing in incorporation and investment
approval)

Government agencies responsible for investment policy and approva such as such
as the Ministries of Finance, Economy, or Planning (issues such as taxation,
investment incentives, overal fiscal policies)

The Ministry of Trade or Ministry of Industry: (investment and technology licencing
and tariff policy, regulation, investment approvals)

Office of Prime Minister or President: (in many countries the chief executive's office
becomes heavily involved in the investment policy)

International and non-governmental organizations (USAID, World Bank, IMF,
UNDP, etc.)

Industry Associations and Chambers of Commerce

Task 2: Perform Policy and Procedures Audit. The consultants will conduct an audit of
policies and procedures with respect to investment. This audit will identify the aspects of investment
policy and procedures which are the most problematic for businesses. The following isamaster list
of the main laws and regulations affecting investment in typical developing countries:
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MAJOR INVESTMENT LAWS AND REGULATIONS

I nvestment Area of Concern Specific | ssues Laws/Regulations
Stage
Limits on amounts Investment Code, Company L aw
Limitson Investment Negative or positivelist Investment Code, Company L aw
Owner ship limits Investment Code, Joint Venture Law,
Securities Law
Approval/ Time bound/no limits Invessment Code and Implementing
Start-up Approval Regulations
Centralized/decentralized Investment Code and Implementing
Regulations
Per mits Licenses Sector Laws and Regulations, Building
Code, Heath Regulations
Incentives Sectors, conditions, limits Investment Code, Export Processing L aws,
Tax Law
Land Conditions on access and owner ship Property Law, Consgtitutional Law,
Municipal Laws
Infrastructure Access, rates Municipal Regulations, Public Utility
Regulations
Repatriation/Transfer Limits, conditions Foreign Exchange Laws
Operations Accounting Principles, standards Company Law, Law on Accounting
Standards
Financing Limitsto access, collateral Banking Law
M onopoly Competitive conditions Antitrust law
Franchising/Licensing Restrictions on franchising, licensing Investment law, Company Law, Law on
agreements Franchising
Selling/Divesting Restrictions on divestiture Investment Code, SecuritiesLaw,
Company Law
Liquidation/Bankruptcy Conditions/obligations Bankruptcy Law, Company Law
Dispute Settlement Independence of arbitration forums Investment Code, Multilateral Dispute
Settlement  (ICC, ICSID, Bilateral
Investment Treaties
Guaran_tees/ Standard Treatment for National or MFN, compensation for Investment Code, Bilateral Investment
Security I nvestment expropriation, transfers and Treaties, Multilateral | nvestment Treaties

convertibility

Legal
Procedur es/Enfor cement
of Laws

Fairness, transparency, timeliness

Civil Procedure, Constitution

Law and Order/Civil Strife

Security/risk

Criminal Laws
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Task 3: Assess Impacts of Major | nvestment Policies and Procedures on Business. After
the mgjor policy and procedure bottlenecks have been identified, the consultants will assess their
impact on business costs and competitiveness. The consultants will estimate the impact of current
investment policies, regulations, and procedures from the firm’'s point of view. The impact
assessment will estimate time loss, cost impact, and other direct impacts of the current regulatory
framework.

The gpprova processisacritical hurdle for businesses and entrepreneurs since it isthe initial
step before a business can invest in new or expanded operations. Complicated investment approval
requirements and a lengthy registration process delay start-up operations and discourage investment
especialy those with neither the money nor personnel to proceed through a circuitous screening
process. A smpler, more automatic process that minimizes "red tape," discretion, and waiting time
allows investors to quickly realize potentia investment opportunities.

Task 4: Benchmark I nvestment Policies and Procedures vis-a-vis Competitors and Best
Practices. Under this task, the consultants will also undertake a benchmarking comparison with
“ Best Practices” examples of market friendly policies from other developing countries. Case study
comparisons will aso be developed to describe other countries experiences with policy and
regulatory reform.

CASE STUDY COMPARISON WITH BEST PRACTICESIN INVESTMENT APPROVAL

The regulation and approval processin Céte d’'lvoireis so complicated and time consuming that it is
considered to be serious barrier to entry for new investment. According to a recent study of the country's
investment climate by SRI International and FIAS of the World Bank”, there are 60-70 pre-investment
proceduresthat must be followed before investment approval can be granted, and obtaining a priority regime
permit takes an aver age of two years.

Thisstandsin sharp contrast to the 24 hour approval timeto obtain similar clearancein countries such as
Hong Kong. Céted’lvaire sinvestment approval process can be compared not only with African competitors,
but with Hong Kong, which is considered an example of “ best practice’ in the area.

*Diagnostic Report on the Climate for Foreign Investment in Cte d’ [voire” by SRl International for FIAS,
World Bank, 1995.
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2. Pricing Policies

Backaround

In the past, price controls on inputs and outputs were a major policy impediment to private
sector investment and efficiency in many developing countries. Policymakers in many countriesin
Africa, Latin America, Eastern Europe and Asia put in place elaborate systems of government
interventions through a combination of: price controls, subsidies; import tariffs, taxes, and monopoly
marketing boards. Some of these interventions worked at cross purposes, but the usua net effect was
lower production, reduced export earnings, welfare losses, and drains on government budgets.

Over the past decade or so, many developing countries have liberalized, or partialy
liberalized, the prices for most products. However, alarge number of countries still maintain price
controls in key “strategic product areas’ such as basic food commodities, petroleum, and public
utilities including electricity, telephone, water, and key transportation modes.

The political ramifications of price intervention are tremendous. Recently Indonesia’s rapid
removal of price controls on food staples and petroleum products led to serious socia and political
protest, ultimately leading to the downfall of President Suharto. The implication of this experience
is that once a government takes responsibility for controlling the price of key commodities, the
beneficiary interest groups often expect the policy to continue in perpetuity. On the other hand, in
situations where governments are not intervening in prices and local prices are forced to rise in
response to world prices shocks or other disturbances, governments are not usualy held accountable,
and therefore the political fallout is much lower.

The underlying objectives behind price intervention vary from country to country, but usualy
involve some combination of the following:

Social Strategies. Typically many of the products that face price controls are basic
goods such as food, shelter, fuel, and electricity. Price controls on these items are
often justified on socia grounds, in that resources are supposedly transferred from
wealthier classes of society to poorer ones. Unfortunately the subsidies are often
poorly targeted: urban middle classes or even dlites are often the prime beneficiaries,
and poor rural farmers are often the biggest losers of pricing policy intervention.

Tax Revenue Enhancement. Direct taxes, especially taxes on agricultural exports,
are viewed as an important source of tax revenues. Export taxes are easy to collect
and administer. Often these taxes are targeted at broadly dispersed and unorganized
economic groups such as smallholder farmers.
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Interest Group Palitics. Price intervention policies are used as instruments to meet
the demands of different interest groups, and reflect the relative political power of
respective groups. Due to the political power of urban groups, the prices of
agricultural staples are often restrained at the expense of producers. Even in countries
with outward-oriented devel opment strategies, such as Thailand, food prices are kept
low. While an economic objective can be found in most policies, the underlying
reason for itsimplementation is often political.

Food Security. For strategic reasons developing nations do not wish to be dependant
on imported food. Nations are willing to pay large costs to achieve this strategic
objective. Input subsidies to promote production, import protection for domestically
produced foodstuffs, and government storage schemes are al used to achieve greater
food security. While export crops are usually taxed, foodcrops are frequently
subsidized.

Price Sability. Many countries attempt to stabilize the prices of major agricultural
and mineral commodities. Given the low incomes of many producers and consumers,
governments feel that consumers and producers cannot afford to be the "shock
absorbers' of world commodity markets. Accordingly, local prices are insulated from
the variability of international markets, usually through a myriad of price and trade
controls as well as consumer subsidies.

Control of Monopoly Pricing. In many countries there are a number of government-
legidated monopoly companies in product areas such as electricity, telephone, water,
and transportation. In many developing countries, the regulatory framework is
rudimentary, and therefore price controls are the principa instrument used to regulate
monopolies.

Principles and Best Practices

>

One of the key policy instruments affecting the efficient allocation of resources is
pricing policy. Guaranteeing an adequate flow of raw materials to industry requires
pricing policies that provide adequate incentives for suppliers. Artificialy low prices
that do not reflect the true va ue of inputs can be wasteful and costly to society, while
overpriced inputs represent an excess cost to be borne by industry. Price controls on
outputs usually result in shortages of outputs and under-investment in those product
arees.

Price controls are seen as an expedient method to contain inflation in the short run,
but inevitably are ineffective and in many cases actualy stimulate price rises, since
they act to reduce the availability of supply and ultimately reduce production.
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Therefore, the gradual elimination of controls is an important component of
stabilization strategies

> Price liberalization involves policy actions amed to make a country's trading system
more neutral. Neutrality means that the product or sector is neither unduly taxed,
nor unduly subsidized, in relation to other sectors and industries. Liberalization leads
to the increasing adoption of market prices as signals to direct economic decisions.
This indicates that local supply and demand conditions, in combination with
international prices, are alowed to guide activities in investment, production, and
trade.

> Ultimately the most effective means of balancing supply and demand and alocating
resources isto allow the market to determine price levels. The long-run opportunity
cost of acommodity is determined by the border price of that product. Border prices
will optimize investment and production decisons. Market prices will also encourage
the efficient use of substitutes in cases of risng world prices. Experience has shown
that consumers and producers maximize their returns and welfare benefits under
market price policies.

> In competitive sectors, market prices are essentia for achieving efficiency. In non-
competitive sectors (such as natural monopolies), a special regulatory framework
may have to be set up to provide oversight in order to protect the public from
monopoly pricing and substandard services.

> One option for introducing competitive prices in natural monopoliesis privatization
or deregulation of those sectors. In Chile, the state-owned electricity generation and
distribution utility was broken up in into several smaler corporations, as a preliminary
step towards its privatization. In another example, British Telecom, which had the
authority to grant licenses under its telecommunications monopoly prior to its
privatization, had these powers subsequently revoked.

> Privatization of enterprises in noncompetitive sectors has yielded positive benefits
in developing countries including Chile, Malaysia and Mexico, where the policy
environment was favorable and the government had the capacity to introduce or
strengthen the regulatory framework.

> Another type of regulatory control is antitrust legislation to reduce barriersto entry
and encourage competition. Antitrust legidation is used to protect consumers from
monopolist behavior and to ensure that markets remain competitive and open to new
entrants.
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>

Another form of sound regulatory oversight is the establishment of special regulatory
bodies, such as the public service commissions which operate in each state in the
United States. These regulatory commissions oversee utilities including gas,
electricity, and the telephone companies. Profits made by these monopolies may be
limited to a certain level of return on invested capital (e.g., 12 percent for most public
utilities in the U.S.), or by linking the price of services to inflation (e.g., prices
charged by the British Telecom). The regulatory bodies may also encourage cost
reduction by allowing higher profits on the basis of declining operating costs (x-
efficiency pricing).

| dentification and Assessment of M ajor Bottlenecksin Pricing Policy

Task 1. Conduct Stakeholder Interviews and Focus Groups. Under this task, the
consultants will solicit views from key stakeholders in interviews and focus groups on the mgor
bottlenecks in pricing policy. Key stakeholdersinclude:

Firms from the industria sector, agricultural sector, and from natural monopolies such
as transportation, airports, ports, electricity, water, and telecommunications
Industry associations and chambers of commerce

Government regulatory bodies and oversight commissions such as the office of price
controls, the eectricity commission, the telecommunications commission, and the port
commission.

Consumer groups

International donor associations (USAID, World Bank, and the IMF, etc.)

Task 2: Perform Policy and Procedures Audit. The consultants will conduct an audit of
pricing policies and procedures. Thisaudit will identify the aspects of pricing policy and procedures
which are the most problematic to businesses. The following is asample list of the main laws and
regulations related to pricing policy in typical developing countries:

AN

SNENENENEN

MAJOR LAWS, REGULATIONS, AND POLICIES INFLUENCING PRICES

Consumer price laws and regulationsfor consumer productsincluding foods, shelter, and
fuels

Regulations or decrees fixing consumer or producer pricesfor commodities

Regulatory laws and regulations concer ning public utilitiesincluding electricity,
telecommunications, water, and transportation

Antitrust legislation and other regulatory legislation gover ning monopolies

Direct and indirect taxes and border interventionsinfluencing prices

Government monopolies which influence prices of inputs or final products

Government subsidies which influence market prices of inputsor final products

Food aid agreementswith international donor influencing food prices
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Task 3: Assess | mpacts of Major Pricing Policies and Procedures on the Economy. After
the mgjor pricing policy interventions have been identified, the consultants will measure their impact
on consumer and producer surplus.

The consultants will uses standard price intervention measures to assess the impact of price
intervention on the economy. Four standard analytical measures used to indicate the extent and
impact of price intervention are the following:

PRICE INTERVENTION MEASURES

» The gap between border and producer prices is called the nominal rates of protection (NRP).
Negative NRPs indicate that products are being taxed, while a positive NRP indicates that the
producer isreceiving more than the comparable inter national price, and as such isbeing protected
or implicitly subsidized.

» Effective Rates of Protection (ERPs) are a more compr ehensive measure of the level of protection.
They measure the protection given to domestic value added of an activity taking into account the
impact of all intervening prices of inputs and outputs. It ismeasured by theratio of value added
expressed in market pricesto value added expressed in border prices.

» Producer Subsidy Equivalents (PSEs) sum in one parameter a wide variety of government
interventions, including price, direct payments, and input subsidies and longer term interventions
such asresear ch, extension and promotional services. They represent the most broad measur e of the
effect of government interventions.

» The Net Welfare Gains resulting from price intervention can be estimated by summing the net
consumer and producer surplus gains (or losses) resulting from price intervention. The consumer’s
surplusisthe difference between what he/she actually pays at fixed controlled prices and what he/she
iswilling to pay under market prices. Producer’s surplus (or l0ss) is the difference between what

he/she earns at fixed prices compared with ear nings at market prices.

Task 4: Benchmark Pricing Policies and Procedures vis-a-vis Competitors and Best
Practices. Under this task, the consultants will provide case studies which will compare the country’s
experience vis-a-vis competitors, or Best Practices. A case study example of the effects of price
intervention in agricultural inputs in African countries is provided below. The case study also
includes a Best Practice example from Senegadl illustrating the benefits of introducing private
competition and market prices into the input supply system.

CASE STUDY EXAMPLE: AFRICAN PRICING POLICIES FOR AGRICULTURAL INPUTS

The effect of inappropriate pricing policies on overall production of inputsiswell documented. During
the 1970'sand 1980's many African gover nments maintained artificially low and subsidized agricultural input
prices. A majority of African governments monopolized agricultural input supply and distribution during this
time period.

SRl International 28



COMMERCIAL POLICY TOOL KIT

The motives for entering this field were similar to those advanced for government involvement in
foodcrop marketing: inputs were seen as vital commodities that should not be I€eft to the care of the private
sector, which was regarded as exploitative and unreliable. African policymakers also perceived a need to
subsidize the service, which provided further justification to them for monopolizing its distribution. Many
African officials also believed that only by public distribution would inputs be made available to remote ar eas
that private trade was assumed to neglect because of low profitability.

The performance of most African governments attempting to meet agricultural input distribution
requirementswas quite poor. Inputswererarely available at theright time, at theright place, and in the right
amounts when farmers needed them. Gover nment agencies had trouble adapting bureaucratic, financial and
administrative approval proceduresto commer cially-oriented operations. Government offices usually failed to
buy inputs on time because their purchases wer e geared to the time of release of funds from the gover nment
budget.

Purchases were further constrained by the coststo the government of subsidizing inputs. Duetothe
budgetary constraints facing many African countries, the actual quantity of inputs purchased by gover nments
remained far below the quantity demanded by farmersat the subsidized price. Paradoxically, the end result was
that rather than supplying more farmers with inputs than under private trade conditions -- which was the
pur pose of the subsidy -- governments ended up serving consider ably fewer.

Asaresult of this experience, most African countries eliminated government control of agricultural
input distribution during thelate 1980s. Subsidies wer e gradually eliminated and private trader s have entered
into input trade. Despite the elimination of subsidies, input use has actually risen in many countries.
Competition has also introduced innovation. Senegal is an example of Best Practice, wher eby competition in
fertilizer trade brought innovation and overall cost savings, asthefertilizer nutrient content was matched more
car efully to farmer s needs, ineffective elements wer e removed, and transport costswer e reduced through higher
concentrations.
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3. Import Policies

Principles and Best Practices

Standard economic theory holds that the best trade regime is one in which exports and
imports are allowed to cross borders freely with no restrictions. While political and economic
pressures usually prevent countries from unilateraly dropping all restrictions to the free flow of goods
and services, many countries are moving in the direction of free trade, particularly as the world's
economies are becoming more integrated and companies find that their competitiveness depends on
aguaranteed flow of often imported intermediate products at competitive prices.

Increasingly, achieving a libera trade regime requires more than low tariffs and minimal
guotas. Protectionism can aso be found in countries customs valuation practices, phytosanitary
standards, or import licensing requirements, to name but afew. Within this context, the field of trade
policy is becoming an increasingly more complicated environment, even if the ultimate goal of
achieving afree flow of goods and services remains the same.

Since the establishment of the General Agreement on Tariffs and Trade (GATT) in the late
1940s, even as countries have swung between protectionist and open policies, there has been an
amost unanimous recognition that sound trade regimes should conform to the following
principles:

Most-favored-nation (MFN): This principle states that no trading partner should be
treated less favorably than any other. Thisis afundamental principle of the World
Trade Organization (WTO), which regulates international trading rules. All WTO
signatories are required to confer MFN status to all other member states.

National treatment: This principle stipulates that foreign products should be treated
as favorably as domestic products once they crossed the border. This also is a
fundamental principle of the WTO.

Transparency: Transparency alows producers and consumers to be aware of the
rules regulating trade, therefore allowing individuals to make commercial decisions
according to their best interests.

“Centralization” of Trade Policy: Trade policy should be set according to itsimpact
on the economy as awhole. As much as possible, trade policy should be set by a
national government body with economy-wide responsibility, not by ministries with
sectora responsibilities or by state/local governments.

“Binding” of Trade and Related Palicies. One of the critical features of a policy
regimeis consstency. Asgovernments worldwide seek to liberaize their regimes, the
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most important thing they can do to gain the credibility of local importers and foreign
investors is to bind their tariffs and related policies by joining an international
organization such as WTO, the European Union or NAFTA. Such public
international commitments make policies less subject to special interest pressures,
particularly in times of crisis.

Increasingly, countries seeking to improve their import policy regimes consider that joining
the WTO is the first step toward establishing a competitive environment. While joining WTO is
certainly agood step to take, WTO rules should be seen as a common denominator among countries
with diverse trade practices, rather than as the standard for best practices in import policies. The
following box illustrating best practices in import policies is comprised of policies and procedures that
often go beyond current WTO requirements.

BEST PRACTICESIN IMPORT POLICY AND PROCEDURES

Tariff and other duties and charges

> Unified tariffs, duties and charges under one schedule
> Few tariff rates (3to 5)
> Keep tariffsaslow as possible (0 to 20 percent range), but in case of political pressurefor protection,

usethistool rather than any other

Quotas
> Convert quotasinto tariffs
> If quotas exist, quota holder s should be freeto choose sour ces of imports

I mport licensing
> Phase-out import licensing
> If licensing exists, rules and procedures should be clearly stated and published

BEST PRACTICESIN IMPORT POLICY AND PROCEDURES (CONTINUED)

Customs classification, valuation and pre-shipment inspection

> Classification should be done through Har monized Commodity Description and Coding system (HS),
which reduces need for reclassification and facilitates computerization of customs formalities

> Valuation to be based on the transaction or invoice value of good subject to adjustmentsfor freight,
commission and brokerage fees, and cost of packaging and containers, unless buyer and seller are
related

> Importersshould haveright to appeal a value deter mination

> If valuation is delayed, importer should be allowed to withdraw goods upon a bond or deposit

guaranteefor custom duties/fees.
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> Use of private, specialized firms to inspect goods prior to shipping for administratively weak
countries and to guarantee thereis no over/under-invoicing

> User feesdirectly related to cost of services

> All laws, regulations and ruling applying to classification/valuation/inspection should be published

Technical regulations and standards

Asmuch as possible, use of inter national standards such as|SO 9000 (or FDA/EPA)

Enquiry pointsavailable for information on standards

One set of national standards, without morerestrictive regional/local ones

Should not be more restrictive than necessary to fulfill legitimate objectives of national security,

prevention of deceptive practices, protection of health, safety, and the environment

Conformity procedures should be expedient and confidential

Countries should accept results of conformity assessment of trading partners, particularly if they

have the same standards

> Countries should have an enquiry point, and publish all regulations and changesto them in as many
languages as possible

VVVYVY

VY V

Sanitary and phytosanitary measures

> Standards should be based on scientific principles and according to international conventions

> Importersshould haveright to appeal rulingsand regulations

State trading

> State-trading, or the granting of exclusiveimporting rights should be phased-out

> If politically necessary, all state-trading should be done on commer cial consider ations, with margins

published for the public

Tradein services

> No limitations on number of service suppliersallowed, value of transactions/assets, total quantity of
service output, type of legal entity through which service supplier is per mitted to supply services,
share of equity ownership of aforeign investor, etc.

> Recognition of licenses, education and/or experience from other countries, based on multilaterally
agreed criteria
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| dentification and Assessment of M ajor Bottlenecksfor Imports

Task 1. Conduct stakeholder interviews and focus groups. Consultants will solicit views
from key stakeholders through interviews and focus groups to examine key policies and procedures
that restrict the flow of imports. Particular attention will be paid to import restrictions that difficult
the production of final goods and undermine a country’ s competitiveness. Key stakeholders could
include the following:

Major local importers

Foreign investors

SME representatives

Broad business associations

Customs officials

Centrd bank officias

Trade zone officials and operators

Tax administration officias

Anaysts from international accounting houses
Freight forwarders

Port and airport officials and operators
USAID officias

Task 2: Perform policy and procedures audit. The consultants will conduct a policy and
procedures audit to identify the most problematic aspects of the country’simport regime, particularly
from the view of the private investor. The import regime “auditors’ will use a checklist of policies
and procedures based on international best practices to identify major bottlenecks and critical policy
issues. For countries not yet part of WTO, or currently undergoing negotiating admittance, this
process could serve a critica fact-finding function for WTO entrance preparations. Thislist will be
used during stakeholder interviews and focus groups.

A sample checklist follows:

CHECKLIST FOR IMPORT POLICY AND PROCEDURES AUDIT

Tariffsand Quotas

a Aretariffsunified?
a What arethetariff schedules?
a What arethe WTO-bound rates?
a How are quotas administered?
a Areimportersfreeto choose sour ce of goods?
I mport Licensing
a What arethey being used for? Number of itemsrequiring licenses.
a Arelicense requirements published?
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I sthere a one-stop-shop?

What arethereasonsfor rejected applications?

How long does it take to get the license and how long doesit last for ?

Are goods with alicense ever refused entrance at port of entry? Why and how often?

oooo

Customs Classification, Valuation and Pre-shipment | nspection

a Isthe Harmonized System in use?

a What priceisused for valuation?

a Arethere appeal channelsfor valuation disputes?

a What happensif valuation is delayed?

a Areprivatefirmsused for valuation/classification/inspection at any point?

a Areuser feeslevied, and, if so, how arethey deter mined?

a How accessible and clear areall relevant laws, regulations and rulingsto new importers?
Technical Regulations and Standards

a How ar e standards determined? Arethere separate national/regional/local standards?

a Wher e are standards published?

a Aretherereciprocity agreementswith other nations?

Sanitary and Phytosanitary Measures

a How are measur es set?
a Isthere a channel for appeal?
State Trading
a Areexclusiveimporting rights granted? Statetrading companies?
a For statetrading companies, aretheir marginsand operations available to the public?

Tradein Services
a Aretherelimitations on the provision of services by foreign companies?
a Areforeign licenses, education and experience recognized domestically?
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As part of the task, consultants will compile al relevant laws and regulations shaping the
country’ s export regime, including:

<

Tariffs

Customs Code and administration regulations

WTO commitment and other multilateral/bilateral agreements
FTZ laws

Port/airport regulation laws

Sanitary and phytosanitary regulations

Regulations on standards and technical stipulations

AV NI N N NN

Task 3: Assess impact of major policy and procedures on business costs and overall
competitiveness. After the magor policy/regulatory bottlenecks and critical issues have been
identified, the consultants will assess their impact on business costs and overall competitiveness.
Consultants will gauge direct and indirect impacts in terms of time, money, or other relevant
measurement.

For example, if through interviews and focus groups the consultants find that there are
important tariff “peaks’ that significantly raise import costs for important products, the consultants
will identify such tariff peaks, identify the products affected, quantify the annua costs that one or
severa peaks inflict on current importers, and the assess the impact of their removal on other
importers.

EXAMPLE ASSESSMENT: BRAZILIAN IMPORT TARIFFS AND TAXES

Upon signing the Mercosur (Common Market of the South) trade agreement, Brazil reformed its
import tariffs so that they now range between 0 and 20 per cent of the C.I.F. price of goods. Importerspoint out,
however, that the effective cost of importing is much higher than that stated by the tariff.

By looking at Brazil’slaws and regulations, and studying their application, the consultantswould find
the following other charges:

Union fee of 2.2 percent of C.I.F. value

Brokerage fee of 1.0 percent of C.I.F. value

Warehouse tax of 1.0 percent of import duty

Fee for Handling Charges which varies according to value of product from $20 to $100
Administration Commission fixed at $50

Import License Fee of approximately $100

Additional Port Tax, which comprise two feestotaling 3 percent of C.I.F. value
Merchant Marine Renewal Tax of 25 percent of ocean freight char ges on imports by sea

VVVVVVVYYVY

When the Manufactured Products Tax and the Value Added Tax are added to these taxes and fees, the
consultantswould find that thereal cost of importing a good, without including freight and insurance char ges,
is between 60 and 70 per cent of the value of the good.
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The consulting team would also make a general assessment of how these costs affect the country’s
general commer cial policy environment, particularly asthey relate to the performance of the private sector.

Task 4: Benchmark against competitors and international best practicesin critical areas.
This task will consist of selecting appropriate competitor and best-practice countries to compare
standards in bottlenecks/problem areas. Benchmarking has proven to be a powerful tool for critically
assessing a country’ s performance against international standards. In selecting benchmark countries,
efforts will be made to identify countries with smilar levels of development, countries in direct
competition for investment dollars, as well as best practice (*benchmark”) nations. In thisway, client
countries will be able to identify challenging but realistic goals to meet.

EXAMPLE BENCHMARK

Following the Brazil case from above, the consulting team would benchmark Brazil againgt best practice
countries and competitorsin the following ar eas:

> Number of fees/taxes
> Tax rates and total fees payable
> Effective tariff
> Clarity of fees and taxes and availability of infor mation on charges
> Tariff/taxes/fees consistency over time
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4. Financial Sector Policies

Backaround

Financial systems play a critically important role in the activities of al economies. These
systems carry out the important functions of clearing the exchange of goods and services, and
administering the aggregation and allocation of financia resources. Without some form of a capital
and credit markets, societies would be limited to little more than barter economies. Financial sectors
form the “circulatory systems’ of and among, agricultural, manufacturing and service sectors.

Financial institutions represent the organizational nucleus of capital and money markets and
provide several essential services. Banks and other financia institutions (savings and loan
associations, brokerage houses, insurance companies, leasing firms, etc.) provide the public with a
means to save for the future and to borrow to meet current financial needs. These organizations are
the only way in which thousands of small investments from one set of “clients’ can be transformed

into short- and long-term loans to fund the productive ventures of other sets of “clients.”

One of the key constraints to accelerated economic performance in developing countriesis
the absence of strong, dynamic financia systems. Healthy capital and credit markets serve the vita
functions of attracting savings, intermediating funds, and allocating credit to productive uses.
Development practitioners are unanimous in their identification of capital formation as one of the
most important components in the development process.

The recent events in Asian countries such as Thailand, Indonesia, Korea, and Maaysia
demonstrate how important sound financial sectors policies are to the economic and politica stability
of acountry. Financia instability can lead to massive crises of confidence, capita flight, collapse of
the stock market, and a run on the domestic currency, among other problems. Proper management
of emerging financial distress signalsis becoming an increasingly critical prerequisite for short- and
long-term economic stability and growth.

The ondaught of a protracted financial crisis throughout many Asian countries has directed
some attention toward the critical importance of capital market development and management, but
has concentrated primarily in efforts aiming to improve nations externa accounts and ability to meet
their international debt-servicing obligations. Relatively limited energies have been expended in
designing and implementing systematic reforms oriented toward increasing domestic capital formation
and intermediation.
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Principles and Best Practices

Capita market development depends on the introduction of sound macroeconomic and
financia sector policies. High and variable inflation, negative interest rates, and overvaued exchange
rates are an anathemato the development of financial markets. Other common policiesin developing
countries which hinder growth in capital markets include unenforced contract law (thereby allowing
borrowers who fail to repay their obligations to evade retribution) and weak bank regulation and
supervision. Until these obstacles are removed, little else can be done to improve the functioning of
capital markets.

The capacity of financia ingtitutions to carry out their responsbilities efficiently and profitably
is a function of many factors, including overall economic conditions, government policies and
regulations, and forms of ownership and management control. A standard set of financia sector
policies which has proved successful in achieving capital market stability and growth includes the
following:

BEST PRACTICES FOR CAPITAL MARKETS DEVELOPMENT

> Improve Fiscal Balance. Gover nments must seek to balancetheir books by reducing spending. In
addition to cutting expenditures, government authorities need to seek new sour ces of tax revenue.
In many cases, tax collection system can beimproved to capture higher percentages of direct taxes
incurred but not paid, but rateincreases are also often necessary.

> Control Money Supply Growth. Financial instability is combated by restricting the expansion of
monetary aggregates. Money supply growth should bein line with the underlying real growth of
the economy.

> Maintain Competitive Exchange Rates. Exchangerates must be at competitive levelsto discourage

capital flight, and to efficiently encour age exports and import substitution. An exchange rate policy
that maintains a competitive rate by adjusting therate with inflation levels should be implemented.

> Sequence Reforms Appropriately. The sequencing of macroeconomic reformsisacritical issue. The
general consensus among policymakersand economistsisthat controls on the flow of goods should
belifted first, and then restrictions on the flow of money across bor der s should be removed.

> Remove I nterest Rate Ceilings. Interest ratesrepresent the cost of fundsto holdersand users, and
arethe most power ful determinants of saving and borrowing. Ceilings often result in negative rates
of interest, which deter saving and borrowing. Theremoval of such ceilingsreduces or eliminates
biases against capital market deepening.

> Maintain Positive Real Interest Rates. The conventional wisdom of the past wasthat interest rate
ceilings were necessary to contain inflationary pressures. The actual experiences of success cases
provesthe converse: that is, rateswhich reflect thetrue cost of money (i.e., relatively high rates) lead
to the suppression of inflation, greater saving, and allocation of credit to its most productive uses.
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> Abolish Barriersto Entry for Private Banks. Many financial systems are essentially closed to new
entrants, which protects existing firms and allows them to operate inefficiently. Through the
provision of market accessto new banks, competitive forcesareintroduced and market participants
can turn to new sour ces of funds and financial services.

> Standardize Bank Reporting Guidelines. Very often excessive regulation is seen asan antidoteto the
lack of proper financial reporting by banking and non-banking firms. This problem can be
addressed by a movement towards transparency and public access to financial records.

> Allow Unprofitable Banksto Fail, But Protect Depositors. A major dilemma facing all bank regulators
is the decision to permit financial institutions to fail. While most absolute bankruptcies can be
avoided through mergers and acquisitions, the prospects of possible bankruptcies sends strong
messages to lethar gic bank manager s and to depositors.
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Task 1. Conduct Stakeholder I nterviews and Focus Groups. The consultants will solicit
views from key stakeholdersin interviews and focus groups on the mgor constraints and bottlenecks
in the financial markets. The participants in the money and capital markets include a wide range of
official and private ingtitutions, each of which plays arole in the processes of capita formation and
allocation. The specific mix of ingtitutional actors varies considerably by country, but typically
consists of the following institutions:

Individual investors and borrowers

Corporate investors and borrowers

Government participants (central banks, finance minigtries, regulatory and supervisory
agencies, and pension funds and other government operated financial institutions)
Commercia banks

Investment or merchant banks

Savings and loans associations

Stock exchanges and brokerage houses

Mutual fund companies

Insurance companies

Institutional investors

Venture capital companies

Leasing companies

Factoring firms

Task 2: Perform Audit of Financial Policies. The consultants will conduct an audit of
financia sector policies. This audit will identify the aspects of financial sector policy which are the
most problematic to capital markets devel opment.

Unlike economic factors, which at least in the near term must be taken as given redlities,
policy variables can be changed by governments. While policy frameworks are in part based on
underlying and socia conditions, they can aso serve as a catalyst for financial sector growth. A
checklist for the financial policy audit is provided below:
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CHECKLIST FOR FINANCIAL SECTOR POLICY AUDIT

Assess financial sector’s breadth and efficiency

Thetypes of financial institutions

Range of servicesand products

The extent of usage of the formal financial system by both saversand borrowers
The size of the informal sector

oooo

Government policies

The growth of the money supply

Policiesfor constraining inflation

Fiscal balances and policies

Extent of interest rate ceilings and controls

The effect of exchangerate policiesand controls

Taxation policiesfor financial transactions

Conditions (obligations) for purchasing gover nment securities
Contract enfor cement

oooooooo

Structure of the financial system

a Government regulationslimiting the number of financial institutions and their
range of services

a The degree of competition

a The extent of government owner ship

a I dentify the number of institutionsin important niches

Banking system regulation
a Barriersto entry in bank owner ship
a Portfolio allocation rules
a Per centage of credit that isdirected by gover nment
a The existence of excessive reserve requirements
a Bank reporting requirements
a Bank failure policies and regulations
a L egal penalties and enfor cement mechanismsfor loan defaults

Task 3. Assess Impacts of Major Financial Sector Policies. Once the mgor financial
sector variables have been identified, the consultants will assess their impact on capital markets
formation and on business development. Some examples of unsound financial sector policies and
their typical impact on capital markets in devel oping countries are provided below:

IMPACT OF UNSOUND FINANCIAL SECTOR POLICIES
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>

Heavy direct and indirect government involvement, intervention and owner ship constrain the private
sector from participating in formal marketsand from establishing financial servicefirms.

I nappropriate exchange rate policies, especially in the maintenance of overvalued exchange rates, lead
to distorted lending decisions, financial remittancerestrictions, and capital flight.

Mandated interest rate ceilings on deposits and loans stifle capital market formation, since saver s often
receive negativereal interest rates on their deposits.

Credit allocation directives decr ease the flexibility of banks to seek profitable loan opportunities, and
often increase the odds for non-performing loans.

Portfolio selection restrictionsin secondary marketslimit the range of investment alter natives available.

Direct or hidden taxation of financial transactionsraises the costs of borrowing and reducesreturnson
capital employed.

Required purchases of government securities force financial institutions to fund government
indebtedness, often at unprofitable terms, and crowd out private borrowing.

Barriersto entry and regulated limits to banking competition reinfor ce inefficient institutions and raise
transactions coststo participants.

I nefficient, cumbersome legal systems make contract enfor cement difficult, and seriousy impede efforts
by financial institutionsto collect over due payments.

Task 4: Benchmarking Financial Sector Policiesvis-a-vis Competitors and Best Practice:

Under this task, the consultants will undertake a benchmarking comparison with “Best Practices.”
Case studies on financial sector policy reform will be developed to demonstrate the impact of reform,
and document how the countries were able to implement the new policies. Best Practicesin interest
rate deregulation are provided below:

pressures. The actual experiences of Taiwan, Turkey and other countries indicate the opposite: that rates
reflecting the true cost of money lead to a suppression of inflation. In thefive-year period following interest rate
deregulation in Taiwan, therate of inflation dropped from 25 percent to 5 percent per annum.

negativereal interest rates, investorsfaced a negativereturn on capital for local assets. They naturally turned
to offshor e opportunities wher e investment retur nswer e higher. When countriesintroduced higher real interest
rates, money returned to the local economy, and the depth of thefinancial marketsalso increased. For example,
Chilesaw arisein the most widely used indicator (theratio of M2 -- a broad monetary aggr egate—to GDP) from
15 to 25 percent of GDP in the decade following interest rate deregulation. In Bangladesh, thisindicator of

BEST PRACTICESIN INTEREST RATE DEREGULATION

Conventional wisdom in the past was that interest rate ceilings were needed to contain inflationary

Financial markets wer e also degpened in countries which shifted to positivereal ratesof interest. With
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financial deepening grew from 20 to 25 percent of GDP in the five-year period following deregulation.
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5. Exchange Rate Policies

Principles and Best Practices

A country’s exchange regime and the its currency’ s exchange rates have profound impacts
on its export competitiveness and access to international capital. The exchange rate determines the
cost of a country’s imports and exports, as well as the cost and availability of capital. Methods of
determining the exchange rate vary by country and are distinguished by their degree of flexibility. The
most prevaent regimes are:

Basicaly fixed regimes, with exchange rates pegged to single currency or a currency
basket, usually within pre-established margins. Some countries maintain a fixed but
adjustable peg.

Basicaly flexible regime, which includes independent float (determined by market
forces), managed float (frequent adjustments based on indicators such as reserves and
payments positions), or automatic currency adjustments based on selected indicators.

The selection of an appropriate exchange system cannot be based on a “one size fits al”
principle.®> Exchange rate policy and system depend on both nature of a country’s economy and the
constraints on domestic economic policy. Often, the choice of a particular regime over another is not
so important as the maintenance of an appropriately vaued and stable real exchange rate.
Experience shows that best practice usually involves:

BEST PRACTICESIN EXCHANGE RATE MANAGEMENT
» A stablereal exchangeratevis-a-vismajor trading partners.
» Maintaining equilibrium in the overall balance of payments.
» Keeping a stable and sufficient level of foreign exchange reser ves.

» In countrieswhere exchangerates have been fixed, relative to a singlereserve currency, the
effective use of currency boards has been credited for maintaining stablereal exchangerates.

®Barth and others (1994), page 287.
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Exchange rate misaignment remains a serious problem among a number of developing
countries. Recent financia turmoil and currency devaluations in a number of South East Asian
countries demonstrated the importance of maintaining an appropriate exchange rate for overall
economic stability. Studies by the World Bank have found that on average, countries with misaligned
real exchange rates exhibit poorer growth performance than countries with appropriately valued
ones.® Undervalued currencies, while rendering a country’ s exports more competitive, smultaneously
make imported capital excessively expensve and can restrict an enterprise’ s ability to import essential
inputs. Conversely, an overvaued exchange rate can lead to a dwindling of foreign exchange and
capital flight. Among developing countries, overvalued exchange rates are more prevalent than
undervalued ones.

Much of the focus on exchange regimes has been on exchange rates and exchange systems.
However, equally important is a country’s administration of its exchange regime in practice. A
simple, transparent system of conversion allows exporters, importers, and investors access to foreign
exchange to facilitate their business transactions. Based on international experience, an efficient and
effective foreign exchange administration system should have the following characteristics:

EFFECTIVE FOREIGN EXCHANGE ADMINISTRATION PRINCIPLES
> Simple/seamless conver sion process.

> If conditions must be met befor e ther elease of foreign exchange, they should be transparent
and the consistently applied.

> Minimal conversion time. In some countries, it may take up to monthsor yearsfor the
release of foreign exchange, particularly for the repatriation of profitsor capital to foreign
investors.

This exchange policy assessment will examine issues beyond the exchange system and
exchange rates to include the ingtitutions, procedures and controls involved in the administration of
the exchange regime. The objective isto identify and assess the bottlenecks in the exchange system,
and their impact on business costs and overall competitiveness.

| dentification and Assessment of M ajor Bottlenecksin the Exchange System

®Edwards (1988).
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Task 1: Conduct Stakeholder Interviews and Focus Groups. In line with USAID’s new
management orientation which takes a client focus, the consultants will solicit views from key
stakeholders in interviews and focus groups on the mgjor bottlenecks in the exchange system. Key
stakeholders may include the following groups:

central bank

exporters and importers

international investors

commercia banks and other financia institutions which administer exchange
transactions

foreign investment authorities

securities exchange authorities

USAID officids

IMF and World Bank officials who monitor the country’ s exchange system

Task 2: Perform Policy and Procedures Audit. The consultants will conduct a policy and
procedure audit to identify aspects of the exchange regime which are the most problematic for
businesses. The consultants will first undertake a compilation of existing laws and regulations which
govern the exchange regime. These include:

Foreign exchange law and regulations
Investment code

Banking laws

Companies Act

Import/export laws

Central bank regulations

AV NI N N NN

The consultants will then use a checklist of exchange policies and procedures to identify major
bottlenecks. The purpose of the checklist is to ensure a comprehensive coverage of policies,
institutions and procedures within the exchange regime. This checklist will be used in a
comprehensive review of the exchange system and procedures, and utilized in stakeholder interviews
and focus groups. A sample policy/procedure checklist is presented below:
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CHECKLIST OF EXCHANGE RATE POLICIES AND PROCEDURES

Exchange Arrangement
¢ Exchange rate structure (fr ee float, management float, pegged, etc.)
¢ Exchange tax or subsidy (yes/no)

Exchange Rate Alignment

M easur e the nominal and effective appreciation of the currency over time.

Exchange rate (appropriate, overvalued, or undervalued)

Rate fluctuations (minimum, moder ate, high) — doesiit create excessive uncertainties?
Foreign exchange reserves (months of import coverage) — document foreign exchange reserves
levelsover time.

L 2B 2B 2% 2

Resident and Non-Resident Accounts

Eligibility to hold accounts (judicial/natural persons)

Foreign exchange accounts per mitted, held domestically or abroad (yes/no)

Accountsin domestic currency convertibleinto foreign currency (yesno)

Domestic currency accounts permitted for non-residents (yes/no)

Aretheserestrictions considered major barriersfor domestic businesses and foreign investor s?
(yesino)

L 2R 2% 2% 2% 4

I mports Payment Restrictions

Foreign exchange budget (yes/no)

Financing reguirementsfor imports

Documentation requirements of release of foreign exchange for imports (minimal, moder ate,
oner ous)

Import licensesand other non-tariff measures: negative list, open general licenses, licenseswith
quotas (yesno)

Import taxes and/or tariffs collected through the exchange system (yes/no)

Areexisting import payment restrictionsa major problem for importers/investors? (yes/no)
Which arethekey institutionsinvolved in these transactions?

L 2R 2R 2 & L 2R 2R 2

Requirements/Restrictions for Exports Proceeds

Repatriation requirements (yes/no)

Surrender requirements (yes/no)

Documentation reguirements

Export licenses needed (yes/no), quotas for licences (yes/no)

Export taxes (yes/no)

Areexisting requirements on export proceedsa major problem for exporters?
Which arethekey institutionsinvolved in these transactions?

L 2R 2R 2B 2% 2% 2% 2

CHECKLIST OF EXCHANGE RATE POL|CIES AND PROCEDURES (CONTINUED)

Controls on Payments and Proceeds for | nvisible Transactions and Current Transfers
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L 2R 2R 2% 2% 2% 2% 2

I nter est payments (yes/no)

Profit/dividend payments (yes/no)

Repatriation requirementsfor profits (yesno)

Repatriation requirementsfor capital (yes/no)

Surrender requirements (yes/no)

Restrictions on use of funds (yes/no)

Arethese controlsa problem for businesses, especially foreign investors? If so, which onesare
the most problematic?

Controls on Capital Transactions

¢

Controls on market securities, money market instruments, collective investment securities,
derivativesand other instruments

d Purchaselocally by nonresidents (yes/no)

d Sale or issuelocally by nonresidents (yes/no)

d Purchase abroad by residents (yes/no)

d Sale or issue abroad by residents (yes/no)

d Areany of them serious barriersto obtaining investment capital ?

Are any controls on commercial credits, financial credits, guarantees, and financial backup
facilities, by residents to nonresidents, or to residents by nonresidents, barriersto obtaining
investment capital?

Are there any controls on liquidation of direct investments? Are they considered serious
barriersto direct foreign investment?

Controls on real estate transactions, purchase or sale locally by nonresidents? Are they
considered barriersto foreign direct investment?

Restrictions on commercial banks and other credit institutionson

Borrowing abroad

Maintaining accounts abr oad

L ending to nonresidents/financial or commer cial credits

Lending locally in foreign exchange

Purchase locally issued securities denominated in foreign exchange

Open foreign exchange position limits

Areany of theserestrictions serious barriersto obtaining investment capital ?

aaaaaaa

Task 3: Assess Impacts of Major Policy and Procedures Bottlenecks on Business Costs
and Overall Competitiveness.  After the mgor policy and procedure bottlenecks have been
identified, the consultants will assess their impact on business costs and overall competitiveness. To
the extent possible, the impacts of the bottlenecks will be quantified, either in the cost of time or

money.

For example, if the release of foreign exchange to finance an import transaction isviewed as
amajor problem to businesses, the consultants may identify the number of days and the procedures
required to complete the transaction, pinpoint specific bottleneck areas, and estimate their costs to
businesses. Or if the release of foreign exchange for the repatriation of profits or capitd is a problem,
the consultants will document the length of time for blocked dividends or capital.
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For many developing countries, a number of procedural requirements for exchange
transactions have been created to ration foreign exchange as aresult of shortages. Foreign exchange
shortages typically stem from an overvalued exchange rate, which is fundamentally related to the
exchange system, particularly how the exchange rate is determined and maintained. In addition to
assessing the procedural and transactions aspects of foreign exchange, the consultants will examine
the underlying foreign exchange system and link it to the procedural bottlenecks identified.

Task 4: Benchmark Against Competitors and International Best Practices in Major
Bottleneck Areas. The consultant will select competitor and appropriate benchmark countries to
compare performances in mgor bottleneck areas. International comparisons and benchmarking have
proven to be powerful tools to place countries objectively against competitors and international
experiences and standards. The consultants will develop and present best practices and case study
comparisons in relevant aspects of foreign exchange policies and procedures.
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6. Labor Poalicies

Backaround

Asa primary factor of production, labor is particularly susceptible to government policies that
directly affect a firm's profitability and competitiveness. Government regulations that determine
minimum wages, labor mobility, the hiring and firing of employees, and the use of expatriate
personnel, all of which are intended to protect workers, can in fact have counterproductive effects
on industrial development and long-term job creation.

MAJOR LABOR POLICY ISSUES IN DEVELOPING COUNTRIES

Excessively high government-regulated minimum wage that deters investment in
labor -intensive production.

Burdensome requirements discour age formal labor contractsand giveriseto“ casual
labor,” leaving informal sector workerswith littlelegal protection.

Inadequate protection of children, women and other vulnerable groupsin the labor
force.

I nsufficient regulations and enfor cement of workplace safety and other conditions.
Onerousjob security legislation that deters companies from hiring.

Inadequate public education and training resour cesthat restrict skills upgrade and
hence the upwar d mobility of labor.

Intense pressure to attract and retain international capital leading to the to the
suppression of labor rightsand risking debasing labor standardsin some countries.

Rigid demands of labor unionsresulting in uncompetitive wages and constrained job
expansion for all workers.

Principles and Best Practices

Labor is an area where policymakers have to take into account both the business perspective
and the labor side of the equation. The fact that governments and policymakers often view labor
policy as atool to achieve not only economic -- but aso socio-political objectives -- has made labor
policy one of the most contentious policy areas.
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Traditionally, the debate has been characterized by the disagreements between the * pro-labor”
and “pro-business’ camps. The “pro-labor” school, which emphasizes the rights of and protection
for workers, is often dismissed by the opposing camp as militants favoring a confrontational approach
to management-labor relations, with little understanding of the redlities of the market and competitive
conditions.

Conversely, the “pro-business’ school, which emphasizes the freedom of the market to set
wages, the flexibility of businesses to hire and fire, and minimal interference in market forces, is often
criticized by itsideological opponents as anti-labor, favoring exploitative practices and sweat shop
conditions. Over the last decade, the debate has become increasingly intense with the risng mobility
of international capital to countries with low-cost labor and other inputs, which has labor market
implications for both industrial and developing countries.

Due to the uniqueness of each nation’s social and economic structure, historical legacy, and
philosophical and ideologica underpinnings, there isno “one sizefitsal” best practice in [abor policy.
However, given the globa competitive redlities and the need for protecting certain fundamental
rights and setting minimum standards, there are some basic principles which should be met in setting
and reforming labor policy:

BEST PRACTICESIN LABOR POLICY AND REGULATIONS

> With increased global competition, labor groupsin many countries are realizing that wage
increases need to be matched by productivity growth, and that individual job security and
overall job growth are ultimately tied to the competitiveness of their businesses.

> In this age of capital mobility and advanced telecommunications systems, labor is often the
least mobile factor of production and one of the most important. The quality of the labor —
skills, productivity, ability to learn, and work attitude — increasingly defines the competitive
advantage of a nation or region.

> The best practices in labor policy can no longer be those that treat the needs of labor and
business as a “zero sum game” but instead are those which engage labor and business as
“partners’ with common goalsin achieving global competitiveness, skills development, rising
wages, and continued job expansion.

> Gover nment-mandated minimum wages should be set at levelswhich do not deter employment
of least-skilled workers.

> L egidation aimed at protecting worker s from unjustified dismissalsand discrimination should
not be so onerous asto discour age formal employment.

> Profit sharing and ESOPs for worker s ar e effective productivity inducement measures

> Training incentives can encour age employersto upgrade workers skills, promote productivity

gains and upward mobility of workers.
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> Government neutrality regarding labor-management relations during disputes encour ages
both sidesto comprise and work toward practical solutionswhich are mutually beneficial.

> One sour ce of international labor standardsisthe International Labor Organization (ILO).
Over theyears, |LO membersrepresenting gover nments, labor and business have built up a
system of international standardsin all work-related matters, such as

the abolition of forced labor;

freedom of association;

social security;

occupational health and safety protection;

mater nity protection; and

minimum age for entering the labor market.

L 2R 2% 2% 2% 2% 4
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| dentification and Assessment of M ajor Bottlenecksin L abor Policy

Task 1. Conduct Stakeholder Interviews and Focus Groups. Under this task, the
consultants will solicit views from key stakeholders in interviews and focus groups on the mgor
bottlenecks in labor policy. Key stakeholders include:

Labor union representatives

Representatives of businesses

Department of Labor officials

Labor training ingtitutions

Representatives from donor agencies which work on labor, employment, and training
issues (e.g., USAID, the World Bank, and ILO, etc.)

Task 2: Perform Policy and Procedures Audit. Thistask will primarily focus on the existing
labor policy and its enforcement. This audit will identify the aspects of labor policy which are most
problematic to businesses, and to labor. The following is a sample checklist of labor policy areas
which will be examined.

I o o o o o o o o o o (|

CHECKLIST OF LABOR POLICY ISSUES

Compensation, including minimum wage, overtime pay, and other statutory benefits.
Terminations of employment (severance pay, dismissal procedur es).

Restrictions on fixed-term contracts/part-time and temporary help.

Mandated working hoursand leave (annual, sick, mater nity).

Child labor regulationsand practices.

Treatment and conditions of expatriate workers.

Payroll tax/social security (pension, disability, unemployment).
Employeerights (or ganize, strike, wages while on strike, renounce union member ship and
return towork, etc.).

Union rightsand limits on the number of unionsin each sector

Disputeresolution mechanism in place.

Employer rights (lock out, temporarily replace workers, etc.).

Who bearsthe costs of strikesor lockouts (management, labor, gover nment).

Collective bargaining regulations.

Incentives or inducement for worker training: training subsidies, training grant, tax rebates,
or special tax to finance training.
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During this task, the consultants will compile al laws and regulations governing the country’s
labor regime, including:

Labor code

Minimum wage law

Occupational, health and safety regulations
Collective bargaining agreements

Constitution

International labor codes (e.g. ILO)

Labor training incentive schemes and regulations

AN
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Task 3: Assessimpact of major policy and procedure bottlenecks on business costs and
overall competitiveness. After the maor labor policy bottlenecks have been identified, the
consultants will measure their impact on business and labor. Some of the standard analytical
measures used to indicate labor market bottlenecks include:

> Unemployment rate, asitstrend is an indication of mgor structural issuesin the labor
market.

Difference between formal sector wages and informal sector wages.

The rate of increase of wages compared to productivity gains.

Man days lost to strike economy-wide.

The size of the informal sector as an indication of the difficulty/disadvantage of
creating formal jobs (or workers to avoid taxation).

VVVY

If management-labor relations are identified as a major source of inefficiency loss, the
consultants can measure the loss in output resulting from strike actions. The lost of potential
investment due to strained management-labor relations can also be estimated in terms of potential
jobsloss. If workplace safety standards and enforcement are considered inadequate, the consultants
will identify the costs (human and economic) related to workplace accidents.

The following box illustrates a typical policy assessment process.

EXAMPLE ASSESSMENT: IMPACT OF HIGH GOVERNMENT-LEGISLATED MINIMUM WAGES

A high Government-regulated minimum wage can be among the most severe constraints to business
development and labor creation. High administered wagerates discour age labor -intensive production in which
many developing countries have a compar ative advantage and encour age the substitution of capital for labor
in industrial production. The higher the mandated wage level relative to the level that would prevail in afree
mar ket and the greater the elasticity of demand for labor, the greater the loss of employment in the short term.
Over thelong term, firms substitute capital-intensive methods of production for high cost labor, new investment
and entry aredeterred, and those seeking work migrate from rural to urban areasin sear ch of the scar ce, high-
paying jobs, with consequent social problems. The net result of the high wage policy on industrial development
issower growth and fewer jobs created.
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Given thissituation, consultants would:

> calculate the number of jobslost/not created due to above market-rate minimum wage;

> calculate lost tax revenues from informal jobs resulting from above market-rate minimum
wage; and

> calculate changein labor intensity of production over a determined amount of years

Task 4: Benchmark against competitors and international best practicesin critical areas.
Under this task, the consultants will benchmark against competitor countries in key labor policy
and/or labor market indicatorsin the mgor bottleneck areasidentified. They indicators may include:

The rate of labor productivity increases.

Wages as a share of value-added.

The number of ILO conventionsin force.

Man days lost to strike actions.

Perception of management-labor by the international investment community.
Training incentives.

VVVYVYVY

Where appropriate, the consultants will also provide case studies which will compare the
country’ s experience vis-a-vis competitors or best practices.

SRl International 60



COMMERCIAL POLICY TOOL KIT

References

International Labor Organization. Conventions and Recommendations on International Labor
Sandards and Human Rights. Geneva.

International Labor Organization. 1995. World Employment 1995, An ILO Report. Geneva.
Boone, Peter, and Ophelia Yeung. 1997. “Benchmarking South Africa for Labor Intensive
Development,” Prepared for the Industrial Development Corporation of South Africa. SRI

International.

The World Bank. 1996. Involving Workers in East Asia’s Growth. Regional Perspectives on
World Development Report 1995. Washington.

The World Bank. 1995. Labor and Economic Reforms in Latin America and the Caribbean.
Regional Perspectives on World Development Report 1995. Washington.

The World Bank. 1995. Labor and the Growth Crisis in Sub-Saharan Africa. Regional
Perspectives on World Development Report 1995. Washington.

SRl International 61



COMMERCIAL POLICY TOOL KIT

7. Tax Policies

Principles and Best Practices

Taxation is a key policy instrument which affects government fiscal balances and business
profitability. In every country thereis an important balance between raising sufficient government
revenues to provide adequate public services and to maintain infrastructure, and providing ample
incentives for the private sector to invest and obtain satisfactory returns on capital.

Apart from revenue raising, governments often view taxation as atool for redistribution of
income, the correction of market imperfections and the provision of incentives for desirable
activities. Although the optimal level and structure of a tax system will vary from country to
country, cross-country experience reveals awealth of knowledge about best practices and guiding
principles.

Taxation carries important costs, both in terms of the direct costs associated with its
administration, as well as the indirect costs associated with a system that promotes an inefficient
allocation of resources within an economy. In recent years, developing countries have turned to tax
reform to address a number of important issues including:

Insufficient revenue collection, necessitating deficit spending and resulting in
indebtedness and/or inflation.

Distortions in the tax system that reduce economic welfare and growth.

Addressing inequities, including the provision of tax relief to the poorest households
and the better distribution of tax burden among the non-poor.

Inefficient tax administration, a result of complicated tax codes and inefficient
bureaucracies.

The experiences of tax reforms across awide array of industrial and developing countriesin
the past two decades provide important lessons on the most important tax principles to follow:

A high priority should be placed on achieving a broad tax base. Broadening the tax
base can provide the government with additional sources of revenue and allows a
more efficient allocation of the tax burden.
Tax rates often need to be lowered and rationalized to reduce economic distortions
and simplify collection.
There are various economicaly efficient methods for reducing the tax burden of the
poorest.
Tax administration needs to be automatic and impersonal.

The following boxes illustrate specific best practices in tax policy and administration.
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Overall Structure

>

>

>

>

I nternational
>

>
>

BEST PRACTICE IN TAX POLICIES

Shift from areliance on a narrow international trade base and/or a limited domestic production baseto a

broader domestic base.

Within domestic base, general structural shift from taxes on income and wealth to taxes on consumption.
The consumption-type destination-based invoice-backed VAT isgenerally regarded asthe best general

tax on consumption.

Reduced use of tax preferences and exemptions for promotion of specific goals (“tax expenditures’).

No differentiation between foreign and domestic cor porations.

Reduction in the number and dispersion of customstariff rates, and over time, alowering of averagetariff
ratesto reduce distortions created by trade policy.

Elimination of export taxes.

Development of strong export rebate and duty drawback schemes.

Goods and Services

>

Corporate

VVVVVYY

Excise

Consensus that the VAT should be the instrument of choice for most LDC wanting to tax goods and
Services.

Setting of the central ratefor VAT on goods and servicesin the range of 10 to 15 percent.

Exemption of itemsfrom VAT that are significant component of expenditur es of the poor (i.e., unprocessed
foods).

Reductionsin thetop marginal ratesfor personal income taxesto between 20 to 30 per cent.

An effectively progressive structur e depends on the compr ehensiveness of the tax base as much ason the
progressivity of tax rates.

Flattening rate structures, fewer number of rates, with alignment of top incomerateswith corporaterates.

Expansion of withholding taxesto investment income as well as wages.

M ovement toward a global system based on aggr egating income from all sour ces.

Use of income exemption levels high enough to exclude very small taxpayers (i.e., at minimum wage or
similar threshold).

Use of withholding taxes on wages and interest income.

Fair use of presumptive taxation for hard-to-tax groups.

Single, low, statutory corporatetax rate equivalent to the highest personal tax rate.

Use of minimum forfeiture taxesto control negative revenue effects of tax loopholes.

Tax preferenceslimited in scope and duration to address clear mar ket imperfections

Deductions, allowances and creditsdistributed evenly across sectors and assets

Growing stress on straightforward accounting proceduresthat promote transpar ency and accountability.
Adjustment for inflation through inflation-adjusted interest deductions and other means

Setting three or four selective tax rateson luxuriesand nonessential, with rates ascending accor ding to the
item’srolein the consumption of the well-off.
No distinctions by sour ce of production (foreign or domestic).
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BEST PRACTICESIN TAX ADMINISTRATION

Policy Related Aspects

> Development of simple, transparent systems (few brackets, etc.), allowing easy compliance
and mor e/better audits
> Pay scale of tax officials above that of general civil servants
> Privatization of certain customs/tax administration procedures
Tax Assessment
> Self assessment systemsin which taxpayersare required to calculate their own liability. This

increasesthe number of people who identify themselves as taxpayer s, takes away corruption
opportunitiesfor bureaucratsand allows administratorsto focus on compliance

Tax Monitoring/Enforcement

> Selective checking and internal auditing of individuals and cor por ations, with higher
frequency for large taxpayers.

> Heavy but fair penaltiesissued for deliberate under reporting.

> Availability of tax assessment committeesto solve disputes between payersand tax
administration.

> Right of payer to goto court in case of disagreement

> Assurances of confidentiality concer ning taxpayer sfiles and information

Tax Processing

> M echanization of manual procedures (with eventual computerization)

> Use of computerized systemsthat contain master fileson tax payers, allowing for easy access
to taxpayer data.

> Introduction of numbersthat uniquely identify taxpayers, enhancing ability to cross-
reference and minimizing errors.

> Staff retraining

Tax Collection
> When possible, withholding of taxes at the sour ce, such asin pay-as-you-go (PAYE) or
interest withholding schemes

| dentification and Assessment of Bottlenecks

Task 1. Conduct stakeholder interviews and focus groups

Consultants will solicit views from key stakeholders in interviews and focus groups to
examine key policies and procedures regarded as inefficient, inequitable and uncompetitive.
Particular attention will be placed on procedura bottlenecks created by both the policy environment
(i.e., particularly complex tax provisions) and the tax system administration. Key stakeholders could
include the following:

[ | International investors
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Representatives from small, medium, and large-scale businesses

Broad business associations

Tax administration officials

Customs officials

Assessors and analysts from internationa accounting houses

USAID officias, officias from the IMF, World Bank and other multilateral/bilateral
organizations with cross-country experience in tax reform

Task 2: Perform policy and procedures audit. The consultants will conduct a policy and
procedures audit to identify the most problematic aspects of the country’s tax regime, particularly
in regards to private sector operations. The auditors will use a checklist of taxation policies and
procedures to identify major bottlenecks and inefficiencies. Thislist will be used during stakeholder
interviews and focus groups.

A sample checklist follows:

CHECKLIST FOR TAX POLICY AUDIT

Tax Structure

a What arethe country’s main revenue sources? (International trade/goods/services
per sonal/cor por ate/excise/other)
a Breadth of tax base (per centage of total population)
a Overall fiscal position of government (tax revenue/GDP, tax revenue/expenditur e ratios)
a Prevalence of “tax expenditures’ (high/low)
a Differentiation between foreign and domestic cor por ations (yes/no)
I nternational
a Level and prevalence of tariffs
a Level and prevalence of export taxes
a Duty drawback system: Isthereone? Isit efficient?

Goods and Services

a Isthere one? What type(s).
a Tax rates
a Types of exemptions
Personal
a | dentify personal tax rates
a How many tax brackets? How far apart?
a Global or schedular system?
a Income exemptionsfor small taxpayers? What level?
a Use of withholding taxes?
a Presumptive taxation for hard-to-tax groups?
a Arenominal figures adjusted for inflation?
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Corporate

a Number of rates, level(s)

a Isratealigned to top personal rate?

a Istherea minimum tax?

a Types, scope and duration of tax preferences

a Arenominal figuresadjusted for inflation?
Excise

a What products have excise taxes?

a Distinctions by sour ce of production?

CHECKLIST FOR TAX ADMINISTRATION AUDIT

Policy Related Aspects

a Pay scale of tax officials (vis-a-vis other public servants)
a Areany procedures privatized? Which?
Tax Assessment
a Who assesses taxes? (individual s/cor por ations/gover nment)
a L evels of misreporting

Tax Monitoring/Enforcement

a Frequency of auditing (percentage rates, by income levels and turnover)
a Frequency and types of penaltieslevied
a I sdisputeresolution available?
a Right of payer to goto court?
a Rates of disputed assessments
Tax Processing
a Computerized system?
a Master files?
a Easy accessto tax payer data and ability to cross-reference data?
a Familiarity of staff with system (high/low)
Tax Collection
a Aretaxeswithheld at source?
a Collection rates

As part of this task, the consultants will compile al laws and regulations governing the
country’ s tax system, including:

v Tax laws
v Tax rates
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Customs code

Tax administration regulations

Laws regulating tax penalties

International tax treaties

International trade and investment agreements (WTO, regional/bilateral pacts, etc.)

AN NN
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Task 3: Assessimpact of major policy and procedures bottlenecks on business costs and
overall competitiveness. After the mgor policy and procedure bottlenecks have been identified, the
consultants will assess their impact on business costs and overall competitiveness. Consultants will
gauge the direct and indirect costs of the identified bottlenecks either in terms of time or money.

For example, if through the interviews it is established that the auditing process is overly
onerous, the consultants will track the process, quantify the amount of time it takes for the
procedures to take place and estimate the total costs of this process on companies in terms of
persons/days. Consultants will aso be able to identify specific bottlenecks and assess whether these
are the result of legidlation, executive decisions or administrative practices.

Similar assessments will be done at the policy level. If, for example, it is determined that the
tax system has too many loopholes, the consultants would assess the impact of particular tax
provisions on government revenues.

EXAMPLE ASSESSMENT: TAX ADMINISTRATION IN JORDAN

Jordan’s new | ncome Tax law has been widely praised as progressive by companies and individual alike.
However, whiletherates of taxation are consider ed to have significantly improved Jor dan’sinvestment climate,
the tax assessing procedur es significantly under mine business practices. In particular, tax administratorshave
wide latitude in assessing and confirming due taxes, necessitating companiesto spend significant amountstime
and resour ces haggling with assessors over their taxes.

By looking at the country’stax laws and regulations and studying their application, consultants would
find the following bottlenecks:

Bottleneck 1: Unlike other countries, Article 34 of Jordan’sIncome Tax Law stipulatesthat the onus of proof
for tax assessments lies on the filer, causing companies to spend inordinate amounts of
person/hour sfiling and backing up their tax claims.

Bottleneck 2: Unlike international best practices, in Jordan all companies are audited every year, with the
audit’s cover age spanning the company’sfive last years of operations.

Bottleneck 3: Jordan’stax system allowsavery large number of exemptionsand allowancesfor certain kinds
of investments. Theseare found to require alarge amount of administrative resour ces from tax
assessor s seeking to monitor these claims, and well asfor companies needing to back up their
claimsfor allowances

Assessments of these particular bottleneckswould focus on:

> Theratio of tax filesthat arereassessed by tax administrators.
> Typical amount of timeit takesfor an average firm to prepare and file taxes.
> A monetary figurefor the person/dayslost to tax filing process.

The consulting team would also make a general assessment of how these bottleneck affect the country’s
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general commercial policy environment, particularly asit relatesto prospective domestic and foreign investors
with several investment options.

Task 4: Benchmark against competitors and international best practicesin critical areas.

This task will consist of selecting appropriate competitor and benchmark countries to compare

performance in bottleneck areas. For example, if the tax assessment process is regarded as being

overly lengthy, the consultants will compare the amount of days for this process to take place in the
client country vis-a-vis others.

Benchmarking has proven to be a powerful tool for critically assessing a country’s
performance against international standards. In selecting benchmark countries, efforts will be made
to identify countries with similar levels of development, direct competitors, as well as best-practice
nations. Inthisway, client countrieswill be able to identify chalenging but redistic targets that they
can meet.

EXAMPLE BENCHMARK:

Following the Jordan case from above, the consulting team would benchmark Jordan against best
practice countries and competitorsin the following sample ar eas:

Audit rates

Days spent by auditors per tax file

Number of years companies are audited for

Prevalence in the use of loopholes and allowances per company
Disputerates between assessorsand filers

VVVVYYVY
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8. Export Policies

Principles and Best Practices

The experience of East and Southeast Asia reveds the critical role that exports can play in

an economy’s long-term success. Despite recent financial set-backs, over the past three decades

Asa s NICs have achieved impressive rates of economic growth with increasing equality. According

to the World Bank and other multilateral economic advisory organizations, the experience of these

countries was no “miracle,” but rather the result of sound export-friendly policies and procedures
that facilitated production for sale in the international market.

In reviewing the economic practices of rapid export-growth countriesin not only in Asia, but
also Europe, Africa and Latin America, severa principles stand out as necessary guidelines for
creating an environment conducive to exports:

Maintenance of a competitive exchange rate. An exchange rate system that
maintains a competitive exchange rate is the single most important foundation for a
healthy export sector.

Access to inputs at internationally competitive prices: Meeting this condition
requires liberalized trade regimes, elimination of monopolies and price controls, and
the introduction of policies which encourage domestic competition.

Access to international markets: This requires the absence or eimination of all
restrictions on exporters including export taxes, export licensing, and quantitative
controls.

Accessto credit and other financial services at internationally competitive rates
In general, the economy does not benefit from specia below market rates of credit for
exporters, but rather from policies that ensure exporters credit at internationally
competitive rates adjusted for risks associated with local economic and political
conditions. In many countries with tightly controlled financia markets, formal credit
is unavailable at any price for non-traditional exporters. This represents a serious
policy impediment to exporting.

Access to deregulated and competitive export-related logistical services: The
logistics associated with the actual exporting process are critical. Uncompetitive
ports, airports, docking, warehousing and other such services, which are often
government controlled or regulated, can raise a country’ s effective exporting costs to
prohibitive levels.
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Access to government support network: the experience of successful exporters
revedls careful government support and facilitation of exporting activities, particularly
regarding non-traditional exports and small exporters.

Best practices in export policies vary across the world depending on a country’s level of
development, administrative capacity, proximity to markets, and other important determinants.
However, just as there are several important principles that nations who seek to increase exports
need to follow, the following have been judged to be the most conducive policies and procedures
followed by governments seeking to achieve export-led growth.

BEST PRACTICESIN EXPORT POLICIES AND PROCEDURES

Exchange Rate Palicies

> Exchange rate aligned with market forces, particularly vis-a-vismajor trading partners
> No exchange controls, particularly for importers of intermediate productsfor exports

Accessto | nputs at Competitive Prices

I mport Palicies

> L ow tariffs

> No import controls/bans

> No gover nment sanctioned import monopoliesor state trading companies

> No import approvals needed

Duty Drawback System

> Best for countriesadministratively able to manage system

> Fixed system, with refunds on estimated duties and indirect taxesthat enter into

productions costs accor ding to a fixed schedule, rather than a case-by-case system

Free Trade Zones

> Work better than duty drawbacksin countries with weak administrative capabilities

> Countries should have FTZs and drawback schemesand let companies chose between the
two

> Availability of Bonded M anufacture War ehouses (BMWs) for companies outside FTZs.

VAT refunds

> No application of VAT for capital goodsfor export and goodstemporarily imported for re-
export

Market Access

Trade Agreements

> WTO signatory

> Participation in bilateral and multilateral free trade agreements

Export Taxes
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> No taxes on exports
> Use of incometax or royaltiesto tax foreign companiesinvolved in the extraction of natural
r esour ces

Export Licensing

> Simple and automatic licensing for statistical purposes only
> Applications needed for only goods with security implications
> Export quality standar ds administered by privateindustry (e.g. | SO 9000 series) to protect

regional/national reputation

BEST PRACTICESIN EXPORT POLICIES AND PROCEDURES (CONTINUED)

Access to Finance/l nsur ance

> Availability of pre-shipment working capital loans (90 days or less) for small exporters,
particularly for least developed countries

> Government-backed pre-shipment finance guar antee systems or gover nment-backed
export letters of credit

> In mor e advanced economies, post-shipment financing and export credit insurance for

pooling risks of non-payment

Transportation | nfrastructure

Transportation Policy and Facilities

> Deregulated and commer cialized port/airport services.
> Modern and efficient docking/war ehousing facilities.
> No shipping or air transport monopolies

Customs

> Streamlined customsregulations

> One-stop-shop for customs controls

Institutional Support

Facilitating Network/l ncentives

> Technical assistance such as market infor mation, marketing/ promotion, skill upgrading,
product engineering and quality control.

> Cluster s-based cooperation

> For mor e advanced economies, export promotion institutions knowledgeable in latest

mar keting techniques and with developed marketing networks

Export | ncentive Policies and Procedures

> Targeted assistance through incentives (income tax holidays, investment incentives,
acceler ated depreciation, etc)
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> Automatic systemswith no administrative uncertainty, allowing the private sector to
quickly respond to incentives granted by gover nment

> Rules applied strictly to minimize abuses of incentive system

> Delegation of tasksto commer cial banks, accounting houses or export associationsto

reduce costs and increase administrative efficiency
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| dentification and Assessment of M ajor Bottlenecksfor Exports

Task 1. Conduct stakeholder interviews and focus groups. Consultants will solicit views
from key stakeholders through interviews and focus groups to examine key policies and procedures
regarded as anti-export. Attention will be paid to bottlenecks created by inappropriate policies and
procedures, as well identifying gaps (such as lack of a duty drawback system) that substantially
undermine a country’s export competitiveness. Key stakeholders could include the following:

Major local exporters

Multinational exporters

SME representatives

Broad business associations

Customs officials

Centrd bank officias

Trade zone officials and operators

Tax administration officias

Anaysts from international accounting houses
Freight forwarders

Port and airport officials and operators
USAID officias

Task 2: Perform policy and procedures audit. The consultants will conduct a policy and
procedures audit to identify the most problematic aspects of the country’s export regime, particularly
from the view of the private exporter. The export regime “auditors’ will use a checklist of policies
and procedures based on international best practices to identify major bottlenecks and gaps. Thislist
will be used during stakeholder interviews and focus groups.

A sample checklist follows:

CHECKLIST FOR EXPORT POLICIES AND PROCEDURES AUDIT
Exchange rate regime
a I sdomestic currency overvalued?
a What kinds of exchange controlsarein existence?
| mporting
a Tariff rates
a Any import control measur es/bans?
a Any import monopolies? Statetrading companies?
a Areimport approvals needed? For what items?
a Isthere a duty drawback system? |sit based on a schedular or a case-by-case system?
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a Aretherefreezones? Bonded manufacture warehouses?
a VAT refundsfor capital goodsfor export? For goodstemporarily imported for re-export?

Market access
Iscountry signatory to WTO? What werethe agreed conditions?
Other trade agreements? Provisions.
Any export taxes?
Licensing systems and requir ements

oooo

Access to finance/insurance

a Arethereworking capital loansfor export-SMEs? What types of loans?

a Arethere pre-shipment finance guar antee sysems? Post-shipment financing and export credit
insurance?

a Use of export lettersof credit?

Trade infrastructure

Areport/airport facilities and feesinter nationally competitive?
Any transportation-related monopolies?

I sthere a customs one-stop-shop?

Customs procedur es computerized?

oooo

I ntitutional Support

a What kinds of technical assistance does the government provide exporters (market
infor mation/mar keting/promotion/skill upgrading/product engineering/quality control)?

a Types of incentives (tax holidays, investment incentives, accelerated depreciation, other)

a Who administer sincentive schemes? How automatic ar e incentives?
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As part of thistask, the consultants will compile al relevant laws and regulations shaping the
country’ s export regime, including:

Customs Code and administrative regulations
WTO/other commitment letters

FTZ and BMW laws

Port/airport regulation laws

Incentives laws

Export credit regulations and policies

Export tax laws and regulations

Duty drawback legidation

Exchange control regulations

Bilateral trade agreements

AN
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Task 3: Assess impact of major policy and procedures on business costs and overall
competitiveness

After the mgjor policy and procedure bottlenecks and options for policy improvements have
been identified, the consultants will assess thelr impact on business costs and overal
competitiveness. Consultants will gauge the direct and indirect costsimpact in terms of either time
(as in how much time would be saved by changing an export provision) or money.

For example, if through the interviews the consultants establish that the process of getting
exports through the ports is overly onerous, the consultants will track the process, quantify the
amount of time it takes for the procedures to take place and estimate the total costs of this process
on companies. Consultants will aso be able to identify specific bottlenecks or policy problems and
assess whether these are the result of legidation, executive decisions or administrative practices.

EXAMPLE ASSESSMENT: KENYA'S EXPORT DEVELOPMENT POLICIES

The early phase of Kenya's reforms focused on correcting the overvalued real exchange rate and
promoting factory-based freetrade status through the Manufacturing Under Bond (M UB) schemes. The MUB
scheme was subsequently modified to allow firmsto sell regjectsin the domestic market. While the system has
been a modest success compared with past export incentives programs, with approximately 40 gar ment factories
under the scheme, companies complain about proceduresthat are inefficient, subject to regulatory discretion,
and even unfair. Asa consequence, no foreign investment has been attracted through the M UB scheme.

By looking at the country’slaws and regulations, and studying their application, the consultants would
find the following bottlenecks:

Bottleneck 1:  The system operates on the traditional double-lock method on all storage areas, so that the
Customs officer, whois posted full-timeto an individual factory, can authorize, and physically
supervise all movements of stock, using his second lock. This procedure is cumber some,
outdated and subject to abuse.
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Bottleneck 22 The quantity of goods that factories under the MUB scheme are allowed to sell in the local
mar ket islar gely subject to the discretion of the bureaucracy. Ruleson thisissueare unclear,
and thereforetheir application isinconsistent and subject to abuse.

Assessments of these particular bottleneckswould focus on:

> Amount of timeit takesfor customs officials to process the movement of goodsin and out of
aMUB factory

> Supervisions per day/week

> Per centage of goods produced under the MUB scheme allowed to be sold in domestic market

> Number (and percentage) of applicationsfor selling in domestic market rejected

The consulting team would also make a general assessment of how these bottlenecks affect the country’s
general commer cial policy environment, particularly asit relatesto the export performance of the private sector.

From: Peter Harrold and othersin Practical Lessonsfor Africafrom East Asiain Industrial and Trade Policies

Task 4: Benchmark against competitors and international best practicesin critical areas.
Thistask will consist of selecting appropriate competitor and best-practice countries to compare
performance in bottlenecks/problem areas. Benchmarking has proven to be a powerful tool for
critically assessing a country’ s performance against international standards. 1n selecting benchmark
countries, efforts will be made to identify countries with similar levels of development, countriesin
direct competition with the client country for investment dollars, as well as best-practice
(“benchmark”) nations. In thisway, client countries will be able to identify challenging but redistic
targets to meet.

EXAMPLE EXPORT POLICY BENCHMARK

Following the K enyan case from above, the consulting team would benchmark K enya against best
practice countries and competitorsin the following sample ar eas:

Customs clearancetime

Per centage of foreign investment of total investment under MUB schemes

Per centage of output that factoriesunder MUB schemes can sell in local market
M onitor/supervision systems used for MUB schemes

Methodsfor preventing bureaucratic abuse

VVVVYVY
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9. Intellectual Property Rights Protection Policies

Backaround

As nations compete for scare investment resources and their businesses seek partnerships with
international firms to access technologies and know-how, the protection of intellectual property
rights (IPR) has emerged as aimportant policy tool. Intellectual property rights are broadly defined
as the rights given the persons over the creations of their minds. They usually give the creator an
exclusive right over the use of hig’her creation over a certain period of time. Intellectual property
rights are grouped into three main areas:

PRINCIPAL TYPES OF |IPR PROTECTION

> Copyrights: A form of protection to authorsfor original worksincluding literary, dramatic, musical,
artistic, and other intellectual works. The owner has the exclusive control of the reproduction,
publication, and sale of the work for alimited period of time. The copyright islimited to copying the
publication and does not preclude the use of the information contained therein. Copyright violations
arereferred to asinfringement or piracy.’

> Trademarks: A trademark isany word, name, symbol, or device used by manufacturersor merchants
toidentify their goods and distinguish them from those manufactured or sold by others. Counterfeiting
isthe unauthorized use of arepresentation or copy of aregistered trademark or servicemark.? Other
forms of trademark infringement include offering for sale, distribution, or advertising any goods or
services using a copy or imitation so similar that confusion islikely to result.

> Patents A patent isa protection conveyed by a gover nment to an inventor, securing to the inventor the
exclusiveright to make, useand sl his’her invention for a period of years.® Tobevalid, an invention
patent must disclose an invention that isnovel, useful, and an improvement over theprior art. Patent
violationsarereferred to as patent infringement or piracy.

’U.S. International Trade Commission (1988), Chapter One.

8 service mark isamark or device used to identify a service such as transportation or insurance offered to
customers.

°Black (1979), page. 705.
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Strengthening IPR protection often entails expenses such as higher administrative and
enforcement costs, increase in royalty payments, displacement of pirate merchants, and the
possibility of monopolistic pricing. These costs, however, are for the most part short-term
adjustments which are outweighed by the long-term, positive impact of stronger IPR protection,
including:

Positive contributions to economic development and foreign direct investment;
Increased domestic research and development (R&D);

Increased technology transfer;

Maintenance of trade relations with major markets (especially the United States and
the EV);

Increased domestic innovation; and

Consumer welfare gains through greater product variety and safety.

Principles and Best Practices

International agreements and standards on intellectua property have existed for over a
century. Prior to the incorporation of PR provisions into the World Trade Organization, the most
important international conventions providing standards and for IPR protection are the 1883 Paris
Convention governing patents and trademarks, and the 1886 Berne Convention on copyrights. In
addition, the Rome Convention has provided important guidelines to protect performers, producers
and broadcasters. Both the Paris and Berne Conventions are administered by the World Intellectual
Property Organization (WIPO). However, WIPO is primarily a policy advisory board with no
authority or mechanisms to enforce its provisions or resolve disputes, which rests with national
courts instead.

IPR protection was incorporated into the WTO under the Agreement on Trade-Related
Aspects of Intellectual Property Rights (TRIPS agreement) in January 1995. The TRIPS agreement
lays out the minimum standards of IPR protection which must be achieved by all members of the
WTO. Worldwide, it is regarded as the most comprehensive agreement on international standards
of minimum IPR protection. The TRIPS Agreement creates a binding enforcement mechanism for
signatories of international conventions on IPR. TRIPS also raises the minimum standards for 1P
protection compared to existing multilateral conventions on IPR. The main provisions are outlined
below.

MINIMUM STANDARDS OF IPR PROTECTION UNDER TRIPS

> Copyrights. TRIPS includes computer programs and compilations of data in addition to the list of
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subjects covered in the Berne Convention. It also extends copyright protection on performers and
producer s of phonograms from 20 year s (as specified in the Rome Convention) to 50 years. Copyright
protection for broadcastsis provided for 20 years.

> Trademarks. Theinitial period of trademark registration is seven years, and renewable indefinitely.
The Paris Convention specifiesno minimum term for trademark protection.

> Patents. TRIPS gives partiestheright to exclude from patentability inventions which many threaten
the environment and methodsfor the treatment of humansor animals, subjectsthat are not addr essed
under the current Paristext. Patent protection extendsto 20 yearsfrom thefiling date of the patent
application, compar ed to no specified protection period under the Paris Convention.

> Industrial Designs. TRIPS grants 10 year s protection for industrial designs, compared to no minimum
protection period according to the Paris Convention.

> Geographical Indications. TRIPS providesdetailed prohibitions against the midabeling of products by
geographic origin, especially for the protection of wine and spirits.

> Layouts-Designs of Integrated Circuits. TRIPS strengthens the Treaty on Intellectual Property in
Respect of Integrated Cir cuits concluded in 1989 by extending the terms of protection from 8 yearsto
10 years.

The standards established by the TRIPS Agreement are minimum standards which must be
met by all signatory countries. Countries can choose to provide additiona IPR protection and
coverage beyond these standards. Developed country members have had to comply with al of the
provisions of the TRIPS Agreement since January 1, 1996. For developing countries, the general
trangitional period is five years, i.e, until January 1, 2000. A country whose economy is in
trangition, but which is not a developing country, may delay application until year 2000 if it met
certain conditions. Least-developed countries have ten years to conform with the agreement and
may request extensions of this period.

In addition, TRIPS provides for concrete enforcement mechanisms that were not available
under previous IPR conventions. TRIPS obliges al parties to ensure "fair and equitable”
enforcement of |P protection and to avoid complicated, costly or dilatory adjudication procedures.
The agreement aso outlines several civil and administrative procedures. Among them are:

TRIPS PR ENFORCEMENT GUIDELINES

> Fair and equitable procedures. Right holdersare entitled to independent legal counsel, and should not
berequired to adhereto mandatory personal appearances. All partiesshall be entitled to present all
relevant evidence.

> Burden of evidence. In cases where a party does not provide information within a reasonable time
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period or impedes the enforcement procedure without good reason, judicial authorities may make
preliminary decisions based on theinformation presented to them.

> Injunctions. Judicial authorities may order a party to desist from an infringement inter alia in order
to prevent the continued exchange of goods which involve the infringement of I P rights.

> Damages. Judicial authorities may order compensation for an injured party (including legal fees) by
an infringer who knew or had reasonable groundsto know that he was engaging in an illegal activity.

> Other remedies. Judicial authorities have the power to dispose of or destroy goodswhich violate | P laws.

> Indemnification of the defendant. Parties who have been wrongfully adjudicated for |IP violations
through the abuse of enfor cement procedur es have theright to compensation from the plaintiff.

> Criminal Procedures. In cases of willful trademark counterfeiting or copyright piracy, judicial
authorities may avail themselves of remedies which include: imprisonment and/or monetary fines
sufficient to provide a deterrent to futureinfringement; seizure, forfeiture and destruction of infringing
goods.

> Dispute prevention and settlement. Disputesareto be settled according to Provisions XXII and XXI11
of the GATT which providefor an impartial panel of expertsfrom countriesnot party to the dispute
to review the issues and decide the case.

| dentification and Assessment of Major Bottlenecksin Intalectual Property Rights Protection

The identification and assessment of major bottlenecksin IPR protection will focus on both
the nation’s existing IPR policies and the effectiveness of its enforcement mechanisms.

Task 1. Conduct Stakeholder Interviews and Focus Group. The consultants will conduct
interviews and focus groups with key stakeholders to solicit their views on the magjor bottleneck
areas in IPR protection. Key stakeholders will include the following:

u Associations or organizations which represent the interest of IP owners (e.g.,
intellectual property aliances

u Chambers of commerce

u Associations in industries which are most affected by IPR laws and enforcement (e.g.,

softer industry associations, recording industry associations, pharmaceutical industry
associations, motion picture industry associations, etc.)

IPR policymaking bodies

Officials from the bureau/office of patent and trademarks

Officias from the copyright office

Officials from other administrative/quasi-judicial bodies which administer IPR laws
(e.g., department of trade and industry, bureau of customs)

SRl International 83



COMMERCIAL POLICY TOOL KIT

Representatives from the law enforcement agencies which conduct investigations and
arrests (e.g., national bureau of investigation, national police)

Representatives of consumer groups

Representatives from the judiciary (e.g., the department of justice)
Representatives from USAID, World Bank, WIPO, and WTO.

Task 2: Perform Policy and Procedures Audit. The consultants will conduct a policy and
procedure audit to identify the aspects of IPR laws and enforcement mechanisms which are the most
problematic for the business community, including multinational corporations operating in the
country. The consultants will first undertake a compilation of existing laws and regulations which
govern IPR protection and the enforcement mechanisms. These include:

AN N NN

Trademark Law

Patents Law

Copyright Law

WTO TRIPs code
Berne/Rome/Paris Conventions

The consultants will then use a checklist of policies and adjudication procedures to identify
major bottleneck areas. The checklist will aso be used as a guide in stakeholder interviews and
focus groups. A sample checklist is presented below.

Policies/L egidation:

CHECKLIST FOR IPR POLICY AUDIT

ooo0 OO

a

Signatory to WTO?

Signatory to major international | P conventions such as Berne Convention, Paris
Convention, and Rome Convention?

Designated as a developed, developing, or least developed country?

Doesthecurrent | PR law meet or exceed the WT O/TRIPS standar ds?

If the country’s PR law currently does not meet the standards established by TRIPS,
which specific provisions are planned to be phased in, and what isthe schedule for the
phase-in?

Arethereareasof | PR protection which are regarded as particularly inadequate by the
business community?

The procedures of 1PR enforcement covers the processes of documentation of complaints,
investigation (evidence collection), indictment, prosecution, trial, and decisions (judicial and
administrative actions). A checklist for the IPR enforcement audit is aso provided:
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CHECKLIST FOR IPR ENFORCEMENT AUDIT

Proceduresin | PR Enforcement:

a

Which of thefollowing procedures are consider ed to be the key bottleneck areas?

I nvestigation stage:
a) gathering of documentary evidence
b) application for search warrant
c) approval of application for search warrant
d) conducting araid

Prosecution stage:
a) filing complaint in court or other relevant administrative bodies
b) respondent’s counter -affidavit
¢) conduct of preliminary investigation
d) trial proper
€) decisions
f) motionsfor reconsideration
0) appeals of resolutions/decisions
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Task 3: Assessimpact of major policy and procedure bottlenecks on business costs and
overall competitiveness. After the mgor policy and procedura bottlenecks have been identified,
the consultants will assess their impact on business costs and the nation’s overall competitiveness.

Economic models and other proxies can be utilized to estimate the efficiency and welfare loss of
inadequate 1PR protection to the society. In particular, the loss in terms of potential foreign
investment, transfer of technology and know-how, and domestic innovation can be estimated. |If
serious bottlenecks are identified in the adjudication process of IPR violation, the consultant will
identify the cost, especially from the business perspective, to file acomplaint and follow through the
adjudication process.

SAMPLE ASSESSMENT OF BOTTLENECKSIN THE PROSECUTION STAGE OF
IPRCASESIN THE PHILIPPINES, 1993

Procedure Average Length of Time Key Sources of Bottleneck
Taken
Filing complaint 1 day to 2 weeks > Obtaining presence of witnesses
Respondent’s 2 daysto 1 month > Extensions granted by the prosecutor
Counter -Affidavit > Service of summons
> Raffling of complaint to investigating
prosecutor

Conduct of 1 month to a year > Motionsto quash sear ch warrant
preliminary > Number of withessesfor the complainant and

investigation before the respondent

the public prosecutor > Service of summons/noticesto respondent
> Appealsto the Department of Justice
Trial Proper 3 monthsto 5 years > Postponement of hearings
> Clogged court dockets
> Unavailability of withesses
Decisions 2monthsto 2 years > Lack of technical knowledge of thejudge
> Low priority given by the government to | P
protection and enfor cement
> Unjustified inaction on the part of judges
> Clogged court dockets
Motions for 1 week to 4 months > Inaction by judges
reconsideration > Clogged court dockets
Appeals of 3 monthsto 10 years > Elevation of court records, particularly
resolutions/decisions transcript of stenographic notes
> Volume of other appeal cases

Source: SRI International, “ 1 mproving Adjudication Procedures for the Resolution of Intellectual Property Rights Casesin
the Philippines, the Main Report,” Philippine Exporters Confederation, I nc., January 1994.

SRl International 86



COMMERCIAL POLICY TOOL KIT

Task 4: Benchmark against competitors and international best practicesin critical areas.
Thistask will consist of selecting the appropriate competitor and benchmark countries to compare
performance in major bottleneck areas. For example, if the existing trademark law provides
inadequate protection to trademark owners, the consultants can compare the country’s existing
protection to its major competitors nations using the following benchmarks:

> Length of protection provided by the law.
> Legal procedures for renewing trademark protection.
> Enforcement mechanism, e.g., penalties for violation.

If the adjudication process for IPR casesis regarded as too onerous and costly for victims of
IPR offenses, the consultants will benchmark the time and/or cost to businesses. Benchmarks can
be used as proxies of the judiciary’s effectiveness in adjudicating |PR cases. They may include:

> Percentage of complaints resulting in prosecution.
> Percentage of cases prosecuted which resulted in conviction.
> Percentage of complaints leading to conviction and sentences which were carried out.
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APPENDI X

POLICY QUESTIONNAIRE
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EXPERT PANEL SCORECARD OF POLICIES

This scorecard seeks to collect and aggregate the views of experts regarding the current
status of commercia policies, aswell as changes in these policies that have taken place over the past
year. Y ou have been selected to participate in this exercise because of your expertise and practica
knowledge of various policies affective private enterprise activities, especialy those related to
exporting.

Please provide your responses to the following questions using your best judgements and
knowledge on the policy climate. Your participation and expertise are highly appreciated.

The policy categories and specific examples are presented at the top of each page. Please
review the entire document before you provide your responses, so that you will have a clear idea of
the functional areas covered. These include the following:

Investment Policies

Pricing Policies

Import Policies

Financial Sector Policies

Exchange Rate Policies

Labor Policies

Tax Policies

Export Policies

Intellectual Property Rights Protection Policies

WCoNOOA~WDN R
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A.

ASSESSMENT OF SPECIFIC POLICIESAFFECTING INVESTMENT (investment
approvals, investment guar antees, incentives, etc.)

Policy Status. Onascaeof 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’s investment policies in comparison to your
understanding of aver age practices (the norm for developing countries, with a score of 5)
and international best practices (with a score of 10) in this area? Please indicate your
answer by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

Policy Change: On a scale of 1-10, how would you describe changes, if any, in the
investment policies, including implementation of government policies over the past year. A
score of 1 indicates maor worsening, 10 indicates dramatic improvement, and 5 indicates no
change. Please indicate your answer by circling one of the numbers provided below.

Changesin Policies over the Past Y ear

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © a0

Evidence of Change: If you fedl that investment policies have improved or worsened over
the past year, please give any reasons for the change that you know. Examples might include
new legiglation passed, processes streamlined, costs reduced, etc. Please be as specific as
possible.

A.

B.
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B.

ASSESSMENT OF PRICING POLICIES (Price controls, margin controls, and price
interventions versus market prices)

Policy Status: On ascale of 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’s pricing policies in comparison to your
understanding of aver age practices (the norm for devel oping countries, with a score of 5)
and international best practices (with a score of 10) in this area? Please indicate your
answer by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

Policy Change: On a scale of 1-10, how would you describe changes, if any, in the pricing

policies, including implementation of government policies over the past year. A score of 1
indicates magjor worsening, 10 indicates dramatic improvement, and 5 indicates no change.
Please indicate your answer by circling one of the numbers provided below.

Changesin Policiesover the Past Year

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © a0

Evidence of Change: If you feel that pricing policies have improved or worsened over the
past 6 months, please give any reasons for the change that you know. Examples might
include new legidation passed, processes streamlined, costs reduced, etc. Please be as
specific as possible.

A.

B.
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C. ASSESSMENT OF IMPORT POLICIES (Tariff policy, non-tariff barriers, customs
policy, etc.)

1. Policy Status. On ascaeof 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’s import policies in comparison to your
understanding of aver age practices (the norm for devel oping countries, with a score of 5)
and international best practices (with a score of 10) in this area? Please indicate your
answer by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

2. Policy Change: On ascale of 1-10, how would you describe changes, if any, in the import
policies, including implementation of government policies over the past year. A score of 1
indicates magjor worsening, 10 indicates dramatic improvement, and 5 indicates no change.

Please indicate your answer by circling one of the numbers provided below.

Changesin Policies over the Past Y ear

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © a0

3. Evidence of Change: If you fedl that import policies have improved or worsened over the
past year, please give any reasons for the change that you know. Examples might include new
legidation passed, processes streamlined, costs reduced, etc. Please be as specific as possible.

A.

B.
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D.

ASSESSMENT OF FINANCIAL SECTOR POLICIES (Financial sector development,
interest rate decontrol, market determination of credit allocation, etc.)

Policy Status. On ascaeof 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’ s financia sector policiesin comparison to your
understanding of aver age practices (the norm for developing countries, with a score of 5)
and international best practices (with a score of 10) in this area? Please indicate your
answer by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

Policy Change: On a scae of 1-10, how would you describe changes, if any, in financial
sector palicies, including implementation of government policies over the past year. A score
of 1 indicates mgjor worsening, 10 indicates dramatic improvement, and 5 indicates no
change. Please indicate your answer by circling one of the numbers provided below.

Changesin Policies over the Past Y ear

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © Q0

Evidence of Change: If you fedl that financia sector policies have improved or worsened
over the past year, please give any reasons for the change that you know. Examples might
include new legidation passed, processes streamlined, costs reduced, etc. Please be as
specific as possible.

A.

B.
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E. ASSESSMENT OF EXCHANGE RATE POLICIES (market-oriented system, access
to foreign exchange, freedom to remit profits and capital)

1. Policy Status. On ascaeof 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’s exchange rate policies in comparison to your
understanding of aver age practices (the norm for developing countries, with a score of 5)
and international best practices (with a score of 10) in this area? Please indicate your
answer by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

2. Policy Change: On ascae of 1-10, how would you describe changes, if any, in exchange rate
policies, including implementation of government policies over the past year. A score of 1
indicates magjor worsening, 10 indicates dramatic improvement, and 5 indicates no change.

Please indicate your answer by circling one of the numbers provided below.

Changesin Policies over the Past Y ear

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © Q0

3. Evidence of Change: If you fedl that exchange rate policiesin this area have improved or
worsened over the past year, please give any reasons for the change that you know.
Examples might include new legidation passed, processes streamlined, costs reduced, etc.

Please be as specific as possible.

A.

B.
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6.

ASSESSMENT OF LABOR POLICIES ( flexibility in hiring and firing, flexibility in wage
policies, consistency with international standards for treatment of workers, etc.)

Policy Status. On ascaeof 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’s labor policies in comparison to your
understanding of aver age practices (the norm for developing countries, with a score of 5)
and international best practices (with a score of 10) in this area? Please indicate your
answer by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

Policy Change: On ascade of 1-10, how would you describe changes, if any, in labor policies,
including implementation of government policies over the past year. A score of 1 indicates
major worsening, 10 indicates dramatic improvement, and 5 indicates no change. Please
indicate your answer by circling one of the numbers provided below.

Changesin Policies over the Past Year

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © Q0

Evidence of Change: If you fedl that policiesin this area have improved or worsened over
the past year, please give any reasons for the change that you know. Examples might include
new legiglation passed, processes streamlined, costs reduced, etc. Please be as specific as
possible.

A.

B.

SRl International 96



COMMERCIAL POLICY TOOL KIT

G.

ASSESSMENT OF TAX POLICIES (business-friendliness of corpor ate taxes, personal
income tax, salestaxes, value added taxes and other taxes affecting business)

Policy Status: On ascale of 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’s tax policies in comparison to your understanding
of average practices (the norm for developing countries, with a score of 5) and
international best practices (with a score of 10) in thisarea? Please indicate your answer
by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

Policy Change: On a scale of 1-10, how would you describe changes, if any, in the tax
policies, including implementation of government policies over the past year. A score of 1
indicates magjor worsening, 10 indicates dramatic improvement, and 5 indicates no change.
Please indicate your answer by circling one of the numbers provided below.

Changesin Policies over the Past Y ear

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © Q0

Evidence of Change: If you fedl that tax policies have improved or worsened over the past
year, please give any reasons for the change that you know. Examples might include new
legidation passed, processes streamlined, costs reduced, etc. Please be as specific as possible.

A.

B.
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H.

ASSESSMENT OF EXPORT POLICIES (Export procedures, export taxes, export
incentives, etc.)

Policy Status. On ascaeof 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’s export policies in comparison to your
understanding of aver age practices (the norm for developing countries, with a score of 5)
and international best practices (with a score of 10) in this area? Please indicate your
answer by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

Policy Change: On ascae of 1-10, how would you describe changes, if any, in the export
policies, including implementation of government policies over the past year. A scoreof 1

indicates magjor worsening, 10 indicates dramatic improvement, and 5 indicates no change.
Please indicate your answer by circling one of the numbers provided below.

Changesin Palicies over the Past Year

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © Q0

Evidence of Change: If you feel that export policies have improved or worsened over the
past year, please give any reasons for the change that you know. Examples might include new
legidation passed, processes streamlined, costs reduced, etc. Please be as specific as possible.

A.

B.
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ASSESSMENT OF INTELLECTUAL PROPERTY PROTECTION POLICIES
(Consistency with WTO standar ds, enforcement of 1 PR protection, etc.)

Policy Status: On ascale of 1 to 10, with 10 representing the best possible score, how would
you rank the current status of the country’s IPR policies in comparison to your
understanding of aver age practices (the norm for developing countries, with a score of 5)
and international best practices (with a score of 10) in this area? Please indicate your
answer by circling one of the numbers provided below:

Current Policies Versus Average Practices and Best Practices

VEry poor - poor - below average - average - above average - good - very good

@w@ @ & @ 6 6 O @6 © a0

Policy Change: On a scale of 1-10, how would you describe changes, if any, in the IPR
policies, including implementation of government policies over the past year. A score of 1
indicates magjor worsening, 10 indicates dramatic improvement, and 5 indicates no change.
Please indicate your answer by circling one of the numbers provided below.

Changesin Policies over the Past Y ear

muchworse - worse - stayedthesame - improved - much better

@w@ @ & @ 6 6 O @6 © Q0

Evidence of Change: If you fedl that IPR policies have improved or worsened over the past
year, please give any reasons for the change that you know. Examples might include new
legidation passed, processes streamlined, costs reduced, etc. Please be as specific as possible.

A.

B.
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